26 


TRADE 


THE CASE FOR FAIR TRADE 


Peter Navarro 


For decades the world has struggled with a shifting maze of punitive tariffs, 
export subsidies, quotas, dollar-locked currencies, and the like. Many 

of these import-inhibiting and export-encouraging devices have long 

been employed by major exporting countries trying to amass ever larger 
[trade] surpluses. 


Warren Buffett, CEO, Berkshire Hathaway! 


The Chinese government is implementing a comprehensive, long-term 
industrial strategy to ensure its global dominance.... Beijing’s ultimate goal 
is for domestic companies to replace foreign companies as designers and 
manufacturers of key technology and products first at home, then abroad. 


U.S.-China Economic and Security Review Commission? 


The United States of America is the world’s dominant superpower and remains 
the world’s arsenal of democracy. To maintain that global positioning—and thereby 
best protect the homeland and our own democratic institutions—it is critical that 
the United States strengthen its manufacturing and defense industrial base at the 
same time that it increases the reliability and resilience of its globally dispersed 
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supply chains. That will necessarily require the onshoring ofa significant portion 
of production currently offshored by American multinational corporations. 

Trade policy can and must play an essential role in an American manufacturing 
and defense industrial base renaissance. However, several major challenges in the 
international trading environment are pushing America in the opposite direction. 

The first challenge is rooted in MFN: the “most favored nation” rule of the World 
Trade Organization (WTO). According to the MFN rule, WTO members must apply 
the lowest tariffs that they apply to the products of any one country to the products 
of every other country.® However, WTO members can charge higher tariffs if they 
apply these nonreciprocal tariffs to all countries. 

The practical result has been the systematic exploitation of American farmers, 
ranchers, manufacturers, and workers through higher tariffs institutionalized by 
MEN. In turn, this unfair and nonreciprocal trade has resulted in chronic U.S. trade 
deficits with much of the rest of the world. This systemic trade imbalance serves as 
a brake and bridle on both GDP growth and real wages in the American economy 
while encumbering the U.S. with significant foreign debt. 

The second challenge is part of the broader existential threat posed by the 
Chinese Communist Party (CCP) in its quest for global dominance. That chal- 
lenge is rooted in the CCP’s continued economic aggression, which begins with 
mercantilist and protectionist trade policy tools such as tariffs, nontariff barriers, 
dumping, counterfeiting and piracy, and currency manipulation. However, Com- 
munist China’s economic aggression also extends to an intricate set of industrial 
policies and technology transfer-forcing policies that have dramatically skewed 
the international trading arena. 

Both the unfair, unbalanced, and nonreciprocal trade institutionalized by the 
WTO and Communist China’s economic aggression are weakening America’s man- 
ufacturing and defense industrial base even as the fragility of globally dispersed 
supply chains has been brought into sharp relief by the COVID-19 pandemic with 
its associated lockdowns and other disruptions and by the Russian invasion of 
Ukraine. Russian revanchism, in particular, has demonstrated once again how bad 
actors on the world stage can use trade policy (for example, export restraints on 
natural gas) as a weapon of war. 


LAYING THE TRADE DEFICIT PREDICATE 

The great football coach Bill Parcells once said, “You are what your record says 
you are.” America’s record on trade—specifically American’s chronic and ever-ex- 
panding trade deficit—says that America is the globe’s biggest trade loser and a 
victim of unfair, unbalanced, and nonreciprocal trade. 

During the first year of the Biden Administration, the overall U.S. trade defi- 
cit, including goods and services, soared by 29 percent, from $654 billion in 2020 
to $845 billion in 2021.* Over the same time period, imports of consumer goods, 
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TABLE 1 


America’s Trade Deficit in Goods and Services 
with Major Trading Partners 


FY 2022 FIGURES FOR SELECTED AREAS, IN BILLIONS OF DOLLARS 


Country Deficit Country Deficit 
Communist China -338.1 South Korea -35.6 
European Union -192.6 Thailand -36.6 
Mexico -108.2 India -33.8 
Vietnam -99.8 Malaysia -30.9 
Canada -72.4 Switzerland -19.0 
Japan -55.0 Indonesia -21.1 
lreland -54.6 Total -1,138.0 
Taiwan -41.1 


SOURCE: Exhibit 14, “U.S. Trade in Goods by Selected Countries and Areas: 2022,” in press release, “Monthly U.S. 
International Trade in Goods and Services, October 2022,” U.S. Department of Commerce, U.S. Census Bureau, 
December 6, 2022, https://www.census.gov/foreign-trade/Press-Release/ft900/ft900_2210.pdf (accessed 
March 21, 2023). 
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capital goods, and the category of foods, feeds, and beverages were the highest on 
record, and imports of industrial supplies and materials were the highest since 2014. 

As for the US. trade deficit in goods, which primarily measures manufacturing 
output, Table 1 catalogues that deficit for the top 13 countries plus the European 
Union (EU) in fiscal year (FY) 2022. Note that the trade deficit in goods with Com- 
munist China is by far the largest: It accounts for fully one-third of that deficit and 
is more than twice the size of the deficit with the EU. 

These trade deficit statistics implicitly measure the large amounts of Ameri- 
ca’s manufacturing and defense industrial base and supply chains that have been 
offshored to foreign lands. Such offshoring not only suppresses the real wages of 
American blue-collar workers and denies millions of Americans the opportunity 
to climb up the rungs of the ladder to the middle class, but also raises the specter of 
a manufacturing and defense industrial base that, unlike our experience in World 
Wars | and II, will not be able to provide the weapons and matériel that would be 
needed should America enter another major world war or seek to assist a major ally 
like Europe, Japan, or Taiwan. It is wise to recall Stalin’s admonition that “quantity 
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has a quality of its own.” In World War II in particular, it was not just the brave 
soldiers, sailors, and pilots who beat the Nazis and Imperial Japan. It was America’s 
factories—its “arsenal of democracy”—that overwhelmed the Axis forces. 

In the wake of the COVID-19 pandemic, almost certainly spawned in a CCP 
biological weapons lab in Wuhan, China,” global supply chains have been under 
significant pressures from lockdown policies, energy price shocks, and other dis- 
ruptions, including labor market disruptions. At the height of the pandemic, the 
rising geopolitical risk associated with globalized supply chains was underscored 
when Communist China, which controls much of the world’s pharmaceutical pro- 
duction and supply chains, threatened to plunge America “into a mighty sea of 
coronavirus” through pharmaceutical export controls° if American politicians 
dared to investigate what happened at the Wuhan lab. 

Add all this up, and America’s trade situation and massive trade imbalances 
pose not only asevere economic security threat, but also a national security threat. 
As President Donald Trump indicated in announcing his 2017 National Security 
Strategy, “economic security is national security.”” 


CHALLENGE #1: UNFAIR AND NONRECIPROCAL 
TRADE INSTITUTIONALIZED IN WTO RULES 


Tonight, Iam also asking you to pass the United States Reciprocal Trade 
Act, so that if another country places an unfair tariff on an American product, 
we can charge them the exact same tariff on the exact same product that 

they sell to us. 


President Donald J. Trump, 2019 State of the Union Address® 


The World Trade Organization, with its 164 members, governs international 
trade rules. Under its most favored nation (MFN) rule, each WTO member must 
apply the lowest tariffs it applies to the products of any one country to the products 
of every other WTO country. Importantly, nothing in the MFN rule requires a WTO 
member to provide equal—that is, reciprocal or mirror—tariff rates to its trading 
partners. Rather, under MFN, WTO members can charge systematically higher 
tariffs to other countries to the extent negotiated in their WTO tariff schedules 
so long as they apply those same higher tariffs to all countries. 

As a poster child for the kind of nonreciprocal tariffs that American manufactur- 
ers often face, the MFN tariff for automobiles applied by the U.S. is only 2.5 percent. 
In contrast, the EU charges 10 percent, Communist China 15 percent, and Brazil 35 
percent. Similarly, while the U.S. applies an MFN tariff rate of 6.2 percent on the 
rice it buys from Malaysia, Malaysia applies an ad-valorem equivalent tariff of 40 
percent on rice from the U.S. Meanwhile, European milk producers are shielded 
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TABLE 2 


Nonreciprocal Tariff Rates Under “Most Favored Nation” Rule 


Foreign U.S. and Foreign 
Partner Applies U.S. Applies Partner Apply 
132-Country Sample Higher Tariff Higher Tariff Same Tariff 
Number of HS6 Product Lines 467,015 141,736 87,319 
Percent of HS6 Product Lines 67% 20% 13% 
Tariff Differential 12.3% 8.7% 0.0% 


NOTE: HS6—Harmonized Commodity Description and Coding System. 
SOURCE: United Nations Conference on Trade and Development, “Trade Analysis Information System,” https:// 
databank.worldbank.org/source/unctad-%5E-trade-analysis-information-system-(trains) (accessed March 21, 2023). 
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by 67 percent tariffs while American milk producers benefit only from a 15 percent 
tariff on foreign imports.’ 

From the perspective of strategic game theory, the WTO’s MFN rule provides 
little or no incentive for higher-tariff countries to lower their tariffs. Rather, under 
these conditions, the dominant strategy of any relatively high-tariff country is 
simply to maintain those high tariffs while free riding off the lower-tariff countries. 

The USS. is disproportionately harmed by the WTO’s nonreciprocal tariff regime. 
The countries that are hurt most by the WTO’s nonreciprocal tariff regime are 
those like the United States that charge the lowest tariffs on average. This point is 
illustrated in Table 2, which reports information on nonreciprocal tariffs that are 
applied under the MFN rule on product lines at the six-digit level of the Harmo- 
nized Commodity Description and Coding System (HS6).’° 

Table 2 presents results for a broad sample of 132 countries that account for 
more than 60 percent of total U.S. trade and 98 percent of U.S. trade that is not cov- 
ered by free trade agreements (FTAs). Within this broad sample of 132 countries, 
U.S. exporters face higher tariffs in 467,015 different cases compared to 141,736 
cases in which the U.S. charges higher nonreciprocal rates. In other words, U.S. 
exporters face higher tariffs more than three times as often as the U.S. applies 
higher tariffs. 

Moreover, when American exporters face higher tariffs, the nonreciprocal tar- 
iffs are typically much higher. As row 4 of Table 2 indicates, in the 467,015 cases in 
which foreign partners charge higher tariffs, the average rate applied by the foreign 
partners is 12.3 percentage points above the rate applied by the U.S. In contrast, 
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in the 141,736 cases in which the U.S. charges the higher tariff, the average US. 
applied rate is only 8.7 percentage points higher than the average applied tariff of 
the foreign partner. 

Separately, Communist China levies higher tariffs on 10 products for every 
one Chinese product that is subject to a U.S.-applied higher tariff." India’s ratio is 
even higher at 13 to one. Further, both Communist China and India also feature 
significant nontariff barriers. Collectively, these higher nonreciprocal tariffs in 
Communist China and India block American exporters from selling goods at com- 
petitive prices to more than one-third of the world’s population. 

Trade Deficit Impacts of the U.S. Reciprocal Trade Act. Under current 
United States laws and regulations, an American President has limited ability 
to fight back against the higher MFN tariffs now being levied against American 
workers, farmers, ranchers, and manufacturers. Accordingly, behind the WTO’s 
protective MFN shield, America’s free-riding trading partners have little or no 
incentive to come to the bargaining table to negotiate lower tariffs. 

To address this nonreciprocity stalemate, President Trump urged Congress in 
his 2019 State of the Union address to pass the United States Reciprocal Trade Act 
(USRTA).” Under the USRTA, the President would have the authority to bring any 
American trading partner that is currently applying higher nonreciprocal tariffs to 
the negotiating table. If that trading partner refused to lower tariffs to U.S. levels, 
the President then would have the authority to raise U.S. tariffs to match or “mirror” 
the foreign partner’s tariffs. 

The USRTA was introduced on January 24, 2019, by then-Representative Sean 
Duffy (R-WD. The following month, a Harvard-Harris poll of 1,792 registered 
voters found that 80 percent of respondents supported the USRTA." As Repre- 
sentative Duffy noted at the time, the purpose of granting the President these 
authorities was not to raise tariffs. Rather, it was to give the President, working in 
close consultation with Congress, a sophisticated and targeted tool that he could 
use to force other countries to lower their tariffs and nontariff barriers."* 

Following the introduction of the USRTA, the White House Office of Trade and 
Manufacturing Policy (which the author directed) ran simulations to estimate the 
impact that implementation of the USRTA might have on the overall U.S. trade 
deficit in goods and the large bilateral trade deficits the U.S. runs with many of its 
major trading partners. The sample consisted of the same 132 trading partners used 
in Table 2 above.” The results underscore the unfair and unbalanced nonreciprocal 
trade the U.S. is forced to accept under WTO MFN rules. 

Two Scenarios. Scenario One in Table 3 assumes that our trading partners 
lower their applied tariff rates on specific products to U.S. levels in cases where 
their applied tariffs are higher. Scenario Two assumes that our trading partners 
refuse to lower their tariff rates to match those of the U.S. Instead, in order to 
uphold the principle of reciprocity, the U.S. raises its tariffs to mirror levels. To 
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TABLE 3 


Trade Deficit Reductions Under Alternative USRTA Scenarios 


REDUCTION IN U.S. TRADE DEFICIT WITH WORLD 


Scenario One: Scenario Two: 
Partner Countries U.S. Matches Partner 
Metric Match U.S. Tariff Rate Tariff Rates 
In Billions of Dollars $58.3 $63.6 
As Percentage of 2018 Deficit 9.4% 10.2% 


NOTE: USRTA—US. Reciprocal Trade Act. 

SOURCE: White House Office of Trade and Manufacturing Policy, The United States Reciprocal Trade Act: Estimated 
Job & Trade Deficit Effects, May 2029, p. 18, https://www.wsj.com/public/resources/documents/RTAReport. 
pdf?mod=article_inline (accessed March 21, 2023). 
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calculate the trade deficit reductions under Scenario One and Scenario Two, the 
analysis relied on the World Bank’s SMART tariff simulator. Table 3 provides the 
simulation results. 

In Scenario One, if all 132 countries were to lower their higher nonreciprocal 
tariffs to U.S. levels, the overall U.S. trade deficit in goods would be reduced by 
$58.3 billion, or about 9.4 percent of that deficit. In contrast, in Scenario Two, if 
these countries were to refuse to reciprocate and the U.S. were to raise its tariffs 
to mirror those countries’ levels, the reduction in the U.S. trade deficit would 
be slightly larger: an estimated $63.6 billion, or 10.2 percent of the deficit. This 
suggests that implementing the USRTA would help to create between 350,000 
and 380,000 jobs. 

The slightly larger reduction in the trade deficit in Scenario Two as a result 
of the US. raising its tariffs to mirror those of its partners, as opposed to foreign 
countries lowering their tariffs to U.S. levels, may seem surprising to those who are 
steeped in Ricardian dogma and the textbook lessons of free trade. However, this 
result speaks to the fact that so many of America’s trading partners are applying 
significantly higher tariffs to thousands of American products. 

Estimated Impacts on Key U.S. Bilateral Trade Deficits. If the USRTA were 
enacted, a President would likely have to prioritize which countries he should 
negotiate with first. One way to create such a priority list would be to choose those 
countries that have relatively large trade deficits with the U.S. and apply relatively 
high tariffs. This is illustrated in Figure 1, which maps bilateral trade deficits 
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FIGURE 1 
Mapping Bilateral Trade Deficits Against Tariff Differentials 
® Largest bilateral trade deficit and/or largest tariff differential 
Second-to-largest bilateral trade deficit and/or second-to-largest bilateral tariff differential 
®@ Smallest bilateral trade deficit and/or smallest tariff differential 
AVERAGE MOST-FREE-NATION DIFFERENTIAL, SIMPLE MEAN 
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BILATERAL TRADE DEFICIT, 2018, IN BILLIONS OF U.S. DOLLARS 


SOURCE: White House Office of Trade and Manufacturing Policy, The United States Reciprocal Trade Act: Estimated 
Job & Trade Deficit Effects, May 2019, p. 20, https:/Awww.wsj.com/public/resources/documents/RTAReport.pdf? 
mod=article_inline (accessed March 21, 2023). 
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against tariff differentials for eight major U.S. trading partners, which account for 
47.6 percent of total U.S. trade and 88.6 percent of the U.S. trade deficit in goods. 

Figure 1 shows that the USRTA priority list would include the countries in 
red—Communist China and India—along with trading partners in the yellow zone. 
This yellow zone includes the European Union, which features a very high deficit, 
along with Thailand, Taiwan, and Vietnam, which feature particularly high tariff 
differentials. 

Table 4 estimates the improvement in the U.S. trade deficit under Scenario 
One, in which partner countries match the U.S. tariff rate under pressure from 


— 772 — 


TABLE 4 


2025 Presidential Transition Project 


Trade Deficit Reductions for Target Countries 


SCENARIO ONE: SCENARIO TWO: 
PARTNER COUNTRIES U.S. MATCHES PARTNER 
MATCH U.S. TARIFF RATE TARIFF RATES 
Bilateral Bilateral 
Projected Deficit Projected Deficit 
Change in Reduction Change in Reduction 
Bilateral Trade _as Share of Bilateral Trade _as Share of 
Balance 2018 Bilateral Balance 2018 Bilateral 
Country ($ Billions) Deficit ($ Billions) Deficit 
India 5.0 24% 18.7 88% 
Taiwan 1.0 6% 9.2 59% 
Vietnam 0.7 2% 17.2 44% 
Thailand 3.2 17% 6.4 34% 
Communist China 18.5 4% 70.6 17% 
European Union 8.0 5% 25.3 15% 
Total 35.4 4% 45.6 5% 


SOURCE: White House Office of Trade and Manufacturing Policy, The United States Reciprocal Trade Act: Estimated 
Job & Trade Deficit Effects, May 2029, p. 21, https://www.wsj.com/public/resources/documents/RTAReport. 
pdf?mod=article_inline (accessed March 21, 2023). 
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the American President, and then under Scenario Two, in which the U.S. matches 

the tariffs of partners that refuse to lower their tariffs. Columns 2 and 4 in Table 4, 
when the USRTA is applied first to Communist China and then to the EU, show the 

largest absolute dollar reductions in bilateral trade deficits. This results in bilat- 
eral deficit reductions in Scenario One of $18.5 billion for China and $8.0 billion 

for the EU. In Scenario Two, the impacts for Communist China and the EU are 

substantially larger: $70.6 billion and $25.3 billion, respectively. 

Note further that the largest relative dollar reductions in percent terms come 
from applying the USRTA first to India and then to Taiwan and Vietnam. For exam- 
ple, if India were to reduce its tariffs to U.S. levels, as in Scenario One, this would 
reduce the bilateral trade deficit with India by 24 percent. If the U.S. raised its 
tariffs to mirror India’s levels, the result would be a far more dramatic 88 percent 


— 773 — 


: The Conservative Promise 


Mandate for Leadership 


$10}99]|OD UO!JEUOJU] 


* * * * JEUOI}IPe1J-UON Se 

SJPUOIJEN asaulyD 

BDULUIJBAON a}es0dI07Z s}do 

° a e -09 Aue JslunWWOD asaulyD 

Buljsal aAIsniju| 

. = ¢ pue awosuaping 

A spueig asaulyD Jo asp) 

pa04 — ,6uloso4 pueig,, 

$}0e1]UOD JUBWAINIOId 

“ “ - JUBWUJBAON UBlaJO HIY-plg 

a“ * * * UO!0}XY Me AJOdOUOW-IUY 

SaSsad0ld 

Wn rn * GHulsuad!7 pue sjeaoiddy 

DAIJEIISIUILUPYY BSIBAPY 

Aajsnpu| "S'f) 84} pue salysnpu| Ayjeqo|5 syayieW syodul| pue uolssaibb6y 21W0Uu0d" 

asuajaq ul sal4yuno) 494190 = Bulan} DeJnuew saoinosay JEqo|y Jo aseys uol}1}9d Wo; JO $991}2e4g pue 

sjuawadueApy wodj dj pue JeuolpeaL Jeanjen 3103 s,eulyd puedxy WO} aYeW ‘Sa1di[Od ‘s}oy s,eulyd 
pue yyMol5 saibojouyseL ayeulmog Jo’}u0D SWOH s,eulyd 

ainjny sALG Aay aauinboy pue aundas 98}0l1d 


yeY} Salysnpu| 
y221-Y6IH 
bulbsawy 
ainjdes 


(g JO | 86ed) UOISSaIHBHY DIWOUODZ JO Sali0Haje> S,eulys JSIUNWIWIOZ 


S a1avl 


—774— 


2025 Presidential Transition Project 


sal4quno> Buldojaneq 


. e 0} Buldueuly ,,desj-1qaq,, 

a“ * Yas sajepue~ uoljezijed07 ejeq 

aul pue abeuoldsy 

. J . pajqeug-19qA5 

uoljzenjeAjapun pue 

. . c uoljejndiuey Aduawn5 

Ayadold jen}2a}Ja}uU $j2a1S 

« “i id Adedld Pue HuljlajsazUNOD 

suoldweys |eEUdIJEN 

a Yas Yas a * * 0ju! Sasludiajuy PpSuUMO 

-9}E1S 9Jep!|OSUOD 

re UOIJEHI}!] JUBA O} [10S "SN 

uo AyUNWW] UBIaJaAOS WIe|D 

Aajsnpu| "SN ay} pue saljsnpu| Ayjeqo|5 syeyleW syodu| pue uolssaibby d1W0U0sF 

asuajaq ul sal4yuno) 494190 = Hulsn}DeJnuew saoinosay JEqo|y Jo aseys uol}1}9d Wo JO $991}2e4dg pue 

sjuawaoueApy wodj dj pue JeuolipeaL JeanjeN 3105 s,eulyd puedxy WOd} aYAeW sa1d1]0d ‘S}y S,eulyD 
pue yyMoly5 saibojouyseL ayeulMmog J04}Uu0D SWOH S,eulyd 

dinyn4 sALG Ady auinboy pue aindas 399}01d 


ye4} Saldysnpu| 
Y22L-Y61H 
bulbsawyz 
ainjdes 


(8 JO Z abe) UOISSaIHHY DIWOUODZ Jo sali0Ha eZ S,eulys JSIUNWWIOZ 


S a1avl 


— 775 — 


: The Conservative Promise 


Mandate for Leadership 


* 


ad 


* 


* 


sjelajepW] MEY 0] SSEDDV 
poluysay Sjulessay YOdxy 


uoleUJoju| Aleyaldold 
Jo aunsojosiq 89404 
s|aUed MAalABY Yadxy 


SMe] |04]U0D 
yodxy ‘s'q Jo uolseng 


S]ayJ2W UBIaJO4 OU} 
so} Mojag Bulduing 


SUOI}D14}SOY SIYHIY di] 48410 
pue juajzed AJOJEUIWWLDSIG 


SjsI] pue sanboyejep 
AsOYEUIWISIQ 


sjeaoiddy Asojejnbay ul sAejaq 


Aaysnpu| 
asuajaq ul 
syusWwauUeApY 
pue y}MOolD 
ainyng sALG 
ye4} Saldysnpu| 
Y22L-Y61H 
bulbsawyz 
ainjdes 


*S°N 24 pue 
$d14JUNOD 49410 
Wwodj dj pue 
saibojouyseL, 
Aay aainboy 


G6uun}oeynueW 


Aieqoi 
sa2unosay 
jeanqen e105 
joaquoa 
pue aindas 


salysnpu| 


JeuolzpeaL 
ayeulwog 


sywodu| pue 
uol}jadwoz 
Wold JOyIeW 
WOH S,eulyD 
}99}01d 


s}eey 
IEqo|5 Jo areys 
s,euly) puedxy 


uolssaibby d1W0U0sF 
JO $991}2e4dg pue 
*saldi|Od ‘S}aVy s,eulyd 


(g JO ¢ B6ed) UOISSaIHBHy DIWOUODZ Jo sali0Haje>Z S,eulys JSIUNWIWIOZ 


S a1avl 


— 776 — 


2025 Presidential Transition Project 


Aduasedsuel| Jo yoe] 
SUNSME7 ,.Ua}ed yuNr,, 


spuepuels 
ABojouysea| snouabipu] 


SUOIIDINISOY 
JUSWAINIOId JUBWUIBAOH 


JaJsuesl dj pue A6ojouyse| 2404 
SUO!IDIUISEY AIYSJ@UMO UBI8104 


(,,UOI}EZ1}2907 
Q9u,,) Juswdojareq 
pue yneasay peds04 


uolynyysqns Yoduw| 
S}JOWOJd Pue syodxy 
4S00g 0} Yoddns jeloueul+ 


Aaysnpu| 
asuajaq ul 
syusWwaUeApY 
pue yyMolD 
dinyn4 sALG 
ye4} Saldysnpu| 
y22L-Y61H 
bulbsawy 
ainjdes 


*S'N 24} pue 
$914JUNOD 49410 
Wwodj dj pue 
saibojouyseL 
Aay aainboy 


saliysnpu| Ayjeqo|5 
GHunyoeynuepl saoinosay 
JeuolipeaL JeanjeNn 3105 
ayeulwiog J04}Uu0D 
pue aindas 


soley 
JEqo|5 Jo areys 
s,euly) puedxy 


sywodu| pue 
uol}jadwoz 
Wold JOyIeW 
WOH S,euly 
}99}01d 


uolssaibby d1W0uU0sF 
JO $991}9e4dg pue 
‘saldi|Od ‘S}aVy S,eulyd 


(8 JO p a6ed) UOIssaIBHy IIWOU0DZ JO $9110H9}e3 S,eUIYD JSIUNWIWIO? 


S a1avl 


— 777 — 


: The Conservative Promise 


Mandate for Leadership 


ad 


* 


* 


SUOAU] 19141S8Y O} S}]O1]UOD Bd 


Sainjua, JuUlor UBIa10+4 YUM 
saaAO|duy asaulyD JO JUaWAaIe|q 


aBeuoldsy 21WOU0DF 
yBnosyL d| pue saiBojouysaL 


JO YOU [ed!ISAUd 


SJeAIY UBIaIO4 1NO 
SOA A}IDede3AQ 


UO!JEWOJU| 
ABojouyde| Pue adualaS 
JO UO!}Da||OD BduINOS UBdO 


sjsodjeoy Aiojeinbay ay} sAop 
JaMod Bulseysing Auosdouop 


SMB] JOG] JUSISISUODU] PUR Xe] 


Aaysnpu| 
asuajaq ul 
syusWwauUeApY 
pue y}MOolD 
ainyng sALG 
ye4} Saldysnpu| 
Y22L-Y61H 
bulbsawyz 
ainjdes 


*S°N 24} pue 
$d14JUNOD 49410 
Wwodj dj pue 
saibojouyseL, 
Aay aainboy 


Aieqoi 
sa2unosay 
jeanqen e105 
joaquoa 
pue aindas 


salysnpu| 

G6uun}oeynueW 
jeuolypeaL 
ajyeuluiog 


s}eey 
IEqo|5 Jo areys 
s,euly) puedxy 


sywodu| pue 
uol}ijadwoz 
wold JOyIeW 
WOH S,euly 
}99}01d 


uolssaibby d1W0U0sF 
JO $991}2e4dg pue 
*saldi|Od ‘S}ay S,eulyd 


(g JO § 86ed) UOISSaIHHy DIWOUODZ Jo Ssali0Haje>Z S,eulys JSIUNWIWIOZ 


S a1avl 


— 778 — 


2025 Presidential Transition Project 


“ * Bulaaulbuy asuanay 

syeauy Asojzeijejay 

. a me = pue uolqel/ej}oYy 

juaje] aoueul4 pue 

* * * ‘ssauisng ‘AG6ojouydeL 

‘g0ualds JO JUBWWYINIDOY 

* SEIONH a}eY-JJlueL pue sejonH 

diyd BululeBieg se 

a“ a“ * sanss| Ayundas |euolbey 

UO UO!}eI9d007) BSILWOJd 

sailing BuljleAsajyunos pue 

* * Bulduinpiuy apergq 0} ,,doH 

AdJUNOD,, PUL ,,dOH JONPOJd,, 

Aajsnpu| "SN ay} pue salysnpu| Ayjeqo|5 syeyleW sywodu| pue uolssaibby d1W0U0sF 

asuajaq ul sal4yuno) 494190 = Hulun}Dejnuew saoinosay JEqo|y Jo aseyus uol}1}9d Wo JO $991}9e4dg pue 

sjuawadueApy Wwodj dj pue JeuolipeaL Jeanjen 3105 s,eulyd puedxy WOd} aYAeW ‘Sa1d1|Od ‘s}oy s,eulyD 
pue yyMoly5 saibojouyseL, ayeulMmog oajuoD SWOH S,eulyd 

dinyny sALG Ady auinboy pue aindas 399}01d 


ye4} Saldysnpu| 
Y22L-Y61H 
bulbsawyz 
ainjdes 


(g JO 9 aB6ed) UuOIssaiBHy IIWOU0DZ JO $a11069}e3 S,eUuIYD JSIUNWIWIOD 


S a1avl 


— 779 — 


: The Conservative Promise 


Mandate for Leadership 


SHEL 


pue] pue ‘sain 
‘KOsauz ‘jeyde> — sjndu| 
Jope Pazipisqns 


°S'f) BY] Ul JUaLU]SSAU| 
ASBUIYD JO MAIABY SMIID PIOAY 
0] suoloesued, Bulnyons 


Jajsuesl dj pue ABojouyseL 
30104 SMAIAaY AYINDGS 


Spuepueys ABojouYydeL 
a|qe|joijuoD pue andes 


sualueg Jue 
-UON asiey spiepueys 
AseyuesoyAyd pue Aseywues 


Aaysnpu| 
asuajaq ul 
syusWwaUeApY 
pue y}MolyD 
dinyn4 sALG 
ye4} Saldysnpu| 
Y22L-Y61H 
bulbsawyz 
ainjdes 


*S°N 24} pue 
$914JUNOD 49410 
wodj dj pue 
saibojouyseL 
Aay aainboy 


saliysnpu| Ayjeqo|5 syeyiew sywodu| pue 
GHunyoeynuep] saoinosay JEqo|y Jo aseys uol}1}9d Wo 
JeuolipeaL JeanjeNn 3105 s,eulyd puedxy WOd} aYAeW 
ayeulwiog J04}Uu0D SWOH S,eulyd 
pue aindas 399}01d 


uolssaibb6y d1W0uU0sF 
Jo $991}9e4dg pue 
*saldi|Od ‘S}avy s,eulyd 


(g JO Z 36ed) UOISSaIHHYy DIWOUODZ Jo Sali0Ha eZ S,eulys JSIUNWIWIOZ 


S a1avl 


— 780 — 


2025 Presidential Transition Project 


Hio‘abewoy | 


‘(S207 ‘IZ YEW Passedde) Jpd'4dd-8l'8l9-Yoday-ABojouyse|-euly-TWNI4/90/810z/speo|dn 
/\U2\U0I-dM/AOH'SaAlYeasnoyayYMAWNAI//SAyY “BlOZ SUNL ‘POM ay] Pue SazeIS PaJ/Uf) ay] JO ALedOld Jen}Ia//a]u/ PUe 
Sa/HO/OUYIA] AY) SUBJCAY UOISSUIGBY JIWOUOIT SF CUIYD MOH ‘Ad!|Og BHULINIIL|NUE|| PUL BPEJ| JO I1JJO 9SNOH aU *4DYNOS 


SMB] [EJUBWUUOJIAU 


< i padojuq A|xe] pue year 

syodxy asaulyD 

* a“ aZIPISqns sajeqay pue 

sjuawjsnipy xe| peppy-anje, 

x sailing BuljleAsajyunoD pue 

BHulduunpijuy epeAq oO} diyssuesp 

a s s YesAdS |CUO!Ped | 

JUBWSAAU| PIG 

a“ * * UBlaJ04 Pa}da11q-a}e}S 

‘Bulyaes-ABojouysaL 

Aajsnpu| "Sf ay} pue saliysnpu| Ayjeqo|5 syeyleW sywodu| pue uolssaibby d1W0U0sF 

asuajaq ul salyuno) 494190 = Bulan} DeJnuew saoinosay JEqo|y Jo aseys uol}1}9d Wo JO $991}2e4dg pue 

sjuawaoueApy Wwodj dj pue JeuolipeaL JeanjeNn 3105 s,eulyd puedxy WOd} aYAeW ‘sald1]0d ‘S}y S,euly 
pue yyMoly5 saibojouyseL ayeulMmog J04}Uu0D SWOH S,eulyd 

dinyn4 sALG Ady auinboy pue aindas 399}01d 


ye4} Saldysnpu| 
y221-YB6IH 
bulbsawy 
ainjdes 


(g JO § abe) UOISsaIHHy DIWOUODZ Jo sali0Haj}e3 S,eulys JSIUNWIWIOZ 


S a1avl 


— 781 — 


Mandate for Leadership: The Conservative Promise 


reduction in the US. bilateral trade deficit with India. Similarly, if Taiwan were to 
reduce its tariffs to U.S. levels, the size of the U.S. bilateral trade deficit with Taiwan 
would fall by 6 percent. If the U.S. imposed a mirror tariff, its bilateral trade deficit 
with Taiwan would fall by 59 percent. 

These results again underscore the high degree of unfair, unbalanced, and 
nonreciprocal trade that currently exists between the U.S. and much of the rest 
of the world, which penalizes American farmers, ranchers, manufacturers, and 
workers because of the WTO-MFN conundrum. These simulations also demon- 
strate that implementation of the USRTA most likely would substantially reduce 
the U.S. trade deficit while creating hundreds of thousands of new jobs. These 
benefits notwithstanding, however, the U.S. would still face a substantial over- 
all trade deficit and substantial bilateral trade deficits with many of its major 
trading partners. 

Why might this be so? Because under WTO rules, America still faces numerous 
nonreciprocal nontariff barriers around the world. For example, one of America’s 
largest trading partners, Japan, runs a significant bilateral trade surplus in goods 
with the U.S.—more than $70 billion a year. While Japan has relatively low tariffs, 
it ranks high on the nontariff barrier scale. In such cases, which are numerous, pas- 
sage of the USRTA would likely also be very helpful in reducing nontariff barriers. 

This is because under the powers provided by the USRTA, if a foreign country 
imposes significantly higher nontariff barriers, then the President has the authority 
to “negotiate and seek to enter into an agreement” that “commits the country to... 
eliminate [its] nontariff barriers.”!° If the country refuses to come to the negoti- 
ating table and lower its nontariff barriers, the President has the authority to levy 
reciprocal duties to offset or mirror those barriers. 

In summary, passage of the USRTA would go a long way toward leveling the 
playing field for American farmers, ranchers, manufacturers, and workers who are 
now forced to compete in an intrinsically unfair, unbalanced, and nonreciprocal 
WTO-MEN system. 

Nor is the USRTA necessarily the only possible legislative way to address this 
issue. In 2017, then-House Speaker Paul Ryan (R-WI) and then-House Ways and 
Means Committee Chairman Kevin Brady (R-TX) proposed a “border adjust- 
ment tax.” The proposed border adjustment would have eliminated the ability of 
corporations to deduct the cost of imports while eliminating the tax on income 
attributable to exports. This border adjustment tax would have shifted the U.S. 
corporate income tax from an origin-based tax applying to the production of goods 
and services in the United States to a destination-based tax applying to the con- 
sumption of goods and services in the U.S. 

This tax—strongly opposed by American multinational corporations and big- 
box retailers—not only would have leveled the playing field with respect to WTO 
rules, but also would have provided an innovative alternative to the application of 
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tariffs.’ A conservative Administration might do well to look at such a tax as part 
of its trade agenda. 


CHALLENGE #2: COMMUNIST CHINA’S ECONOMIC 
AGGRESSION AND QUEST FOR WORLD DOMINATION® 

Among all of its bilateral trade relationships, America’s relationship with Com- 
munist China is the most fraught with difficulty. The problem is not just that the 
relentlessly mercantilist and protectionist trade policies that China has pursued 
ever since its accession to the WTO in 2001 have led to chronic, massive, and 
ever-expanding trade deficits. Communist China’s economic aggression in the 
traditional trade policy space is further facilitated by equally aggressive industrial 
policies and technology transfer—forcing policies that are designed to shift the 
world’s manufacturing and supply chains to Communist Chinese soil. 

The Chinese Communist Party’s policy goal is to propel the Chinese economy, 
but its broader goal is to strengthen Communist China’s defense industrial base 
and associated warfighting capabilities. That China unabashedly seeks to supplant 
America as the world’s dominant economic and military power is not in dispute. 
Rather, itis a prominent feature of Communist Chinese dictator Xi Jinping’s rhet- 
oric. Xi has promised that the deed will be done by 2049, the 100-year anniversary 
of the Communist takeover of the Mainland.” 

In light of Communist China’s broader geopolitical and military agenda, the 
American President who takes office in January 2025 must view the U.S.-China 
trade relationship and associated policy reforms within the context of the broader 
existential threat posed by Communist China. The question is whether that next 
President should seek to decouple economically and financially from Communist 
China as America’s first best response to China’s unrelenting aggression or con- 
tinue efforts to negotiate with an authoritarian country and brutal dictatorship 
with a well-established reputation for failing to abide by any agreements it enters. 

Institutionalized Aggression. Table 5 depicts more than 50 types of policy 
aggression institutionalized by the CCP across six different categories of such 
aggression. Viewed as whole, the extent of Communist China’s aggression is 
breathtaking. 

At the trade policy level, Communist China relies heavily on a wide range of 
mercantilist and protectionist tools to protect its own markets and unfairly exploit 
foreign markets. These instruments of Communist Chinese trade aggression 
include high tariffs and nontariff barriers, currency manipulation, a heavy reli- 
ance on sweatshop labor and pollution havens, the dumping of unfairly subsidized 
exports, and widespread counterfeiting and piracy: Communist China is the world’s 
largest source of counterfeit and pirated products. 

In addition, Communist Chinese enterprises benefit from preferential policies 
that have burdened world markets with subsidized overcapacity. The resultant glut 
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of Communist Chinese exports in turn depresses world prices and pushes foreign 
rivals out of the global market—steel is a major example.”° Industrial policy tools 
that further reinforce Communist China’s mercantilist and protectionist trade 
policies include numerous direct and indirect subsidies to boost exports and the 
consolidation of heavily subsidized state-owned enterprises into “national champi- 
ons” that can compete with foreign companies in both domestic and global markets. 

Communist China also uses a predatory “debt trap” model of economic develop- 
ment aid that proffers substantial financing to developing countries in exchange for 
their willingness to mortgage their natural resources and allow Communist China 
access to their markets. The practical effect of this debt trap model is to give Com- 
munist China a competitive edge internationally that stems from its preferential 
access to relatively lower-cost commodities needed in the manufacturing process. 
These commodities range from bauxite, copper, and nickel to rarer commodities 
such as beryllium, titanium, and rare earth minerals. 

As acomplement to this debt trap gambit and to exploit its commanding share 
of a wide range of critical raw materials that are essential to the global supply 
chain and production of high-technology and high-value-added products, Com- 
munist China strategically uses protectionist export restraints, including export 
quotas and export duties. These export restraints thereby restrict access to raw 
materials such as rare earth, tungsten, and molybdenum that are essential in 
the high-technology production space. The result is to drive up world prices and 
thereby put pressure on American and other foreign downstream producers to 
move their operations, technologies, and jobs to Communist China. American 
industries that have been affected by Communist China’s export restraints range 
from steel, chemicals, and electric cars to wind turbines, lasers, semiconductors, 
and refrigerants. 

Technology-Forcing Policies. Table 6, extracted from the White House Office 
of Trade and Manufacturing Policy’s report on Communist China’s economic 
aggression,” provides a summary of the various policies the Chinese Communist 
Party uses to force the transfer of the West’s technologies to Communist Chinese 
soil. Formally, Communist Chinese industrial policy seeks to promote the “diges- 
tion, absorption, and re-innovation” of technologies and intellectual property (IP) 
from around the world.” 

As noted in Table 6, this policy is carried out, for example, through state-spon- 
sored IP theft—coercive and intrusive regulatory gambits to force technology 
transfer, typically in exchange for limited access to the Chinese market. Commu- 
nist China’s looting of American technology is further enhanced by “information 
harvesting” conducted by Communist Chinese nationals who infiltrate U.S. uni- 
versities, national laboratories, and other centers of innovation. Strategic sectors 
targeted by Communist Chinese economic espionage have included electronics, 
telecommunications, robotics, data services, pharmaceuticals, mobile phone 
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services, satellite communications and imagery, and business application software. 
It has been estimated that the theft of trade secrets alone costs the U.S. “between 
$180 billion and $540 billion” annually.”* 

Closely related to Communist China’s espionage campaigns are its state-backed 
efforts to evade U.S. export control laws. These laws are designed to prevent the 
export of sensitive technologies with military applications.”* However, a significant 
problem facing agencies like the Departments of Commerce, Defense, and State is 
the growth of “dual-use” technologies, which have both military and civilian utility. 
For example, airplane engine technologies have an obvious commercial application. 
When acquired by a strategic economic and military competitor like Communist 
China, however, such commercial items can quickly wind up propelling the aircraft 
of the People’s Liberation Army. 

As an example of Communist China’s coercive and intrusive regulatory gambits 
to force the transfer of foreign technologies and IP to Chinese competitors, foreign 
companies often must enter into joint ventures or partnerships with minority 
stakes in exchange for access to the Chinese market. Once a U.S. or foreign company 
is coerced into entering a joint venture with a Chinese partner, the door is open 
to the transfer of technology and IP. Similarly, a relentlessly coercive Communist 
China has forced American patent and technology holders to accept below-market 
royalty rates in licensing and other forms of below-market compensation for their 
technologies—and the American government has done little or nothing about it. 

Information Harvesting. Every year, more than 300,000 Communist Chi- 
nese nationals attend U.S. universities or are hired at U.S. national laboratories, 
innovation centers, incubators, and think tanks. To put this in perspective, accord- 
ing to the Chinese Ministry of Education, only 20,000 American nationals were 
studying abroad at Chinese universities on the mainland in 2018.”° These Chinese 
nationals—often members (or the sons and daughters of members) of the Chinese 
Communist Party—now account for approximately one-third of foreign university 
and college students in the United States and about 25 percent of graduate students 
specializing in science, technology, engineering, or math (STEM).”° As a Defense 
Innovation Unit Experimental (DIUx) report has warned: 


Academia is an opportune environment for learning about science and 
technology since the cultural values of U.S. educational institutions reflect an 
open and free exchange of ideas. As a result, Chinese science and engineering 
students frequently master technologies that later become critical to key 
military systems, amounting over time to unintentional violations of U.S. 
export control laws.?’ 


State-backed Chinese enterprises also increasingly finance joint research 
programs and the construction of new research facilities on U.S. campuses. For 
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example, Huawei, well-known within the American intelligence community as an 
instrument of Chinese military espionage, has partnered with the University of 
California—Berkeley on research that focuses on artificial intelligence and related 
areas such as deep learning, reinforcement learning, machine learning, natural 
language processing, and computer vision, all of which have important future mil- 
itary applications.” In this way, UC-Berkeley, whether unwittingly or wittingly, 
helps to boost Communist China’s capabilities and quest for military dominance. 
Communist Chinese state actors are also strategically building research cen- 
ters in innovation centers and hubs like Silicon Valley and Boston. Such American 
research has accelerated Communist China’s development of hypersonic glide 
vehicles, which travel at speeds in excess of Mach 5 and are aimed at evading 
modern ballistic missile defense systems while they deliver their nuclear weapons. 
Technology-Seeking, State-Financed Foreign Direct Investment (FDI). 
If American entrepreneurs build it, Communist Chinese investors will come. And 
come they have in droves. In the words of the United States Trade Representative: 


The Chinese government directs and unfairly facilitates the systematic 
investment in, and acquisition of, U.S. companies and assets by Chinese 
companies, to obtain cutting-edge technologies and intellectual property and 
generate large-scale technology transfer in industries deemed important by 


state industrial plans.” 


Communist Chinese buyers have included most prominently state-owned 
enterprises, private Chinese companies with interlocking ties to the Commu- 
nist Chinese state, and state-backed sovereign wealth funds. These agents of the 
Communist Chinese government push their foreign direct investment through 
vehicles that include mergers and acquisitions, seed and venture capital financing, 
and greenfield investing, particularly in strategically targeted high-technology 
industries. Since 2012, CB Insights has catalogued more than 600 high-technology 
investments in the United States worth close to $20 billion—with artificial intelli- 
gence, augmented and virtual reality, and robotics receiving a particular focus—by 
Communist China-based investors.*° 

All of these behaviors raise the question of whether Communist Chinese nation- 
als should be granted visas to penetrate our universities, think tanks, and research 
institutions and whether Communist Chinese capital should be allowed to invest 
in America’s cutting-edge technology firms. 

Policy Responses to Communist Chinese Aggression. It should be clear 
from this review that Communist China’s economic aggression is both widespread 
and systemic. The CCP’s self-proclaimed goal is to supplant the U.S. as the world’s 
dominant economic and military superpower. The question: How should the next 
American President address this aggression? Policy responses range from further 
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attempts to negotiate with the CCP to strategically decoupling economically and 
financially from Communist China. 

The Fruitlessness of Further Negotiations. If the past is prologue, and as 
we learned during the Trump Administration, any further negotiations with Com- 
munist China are likely to be both fruitless and dangerous: fruitless because the 
CCP now has a very well-established reputation for bargaining in bad faith and 
dangerous because as long as the CCP’s aggression continues, it will further weaken 
America’s manufacturing and defense industrial base and global supply chains. 

The record regarding Communist China’s bad-faith negotiating is clear. In 
September 2015, President Barack Obama stood with Xi Jinping in the White 
House Rose Garden where Xi solemnly promised not to militarize the South 
China Sea and agreed that Communist China would not conduct knowingly 
cyber-enabled theft of intellectual property.*! Within a year, the first promise 
would be broken.*? As for Communist China’s cyberattacks on American busi- 
nesses, they have never stopped. 

Upon taking office in 2017, President Trump put on hold his 2016 campaign 
promise to put high tariffs on Chinese products immediately. Instead, as a gesture 
of good faith, he sought to negotiate a comprehensive trade agreement with China 
that would have addressed many of the issues raised in this discussion. 

By the middle of 2018, it was clear that the CCP had no intention of bargaining 
in good faith. As a result, on June 15, President Trump began to impose a series of 
tariffs*? on Chinese products that would eventually rise to cover more than $500 
billion of Chinese imports. These tariffs would lead Communist China’s lead nego- 
tiator, Vice Premier Liu He, to agree tentatively in April of 2019 to what would 
have been the most comprehensive trade deal in global history.** On May 8, 2019, 
however, Liu would renege on that 150-page deal and seek its drastic re-trading.* 

Finally, on January 15, 2020, the U.S. and Communist China signed a “Phase 
One” deal that was a pale shadow of the original deal.*° This so-called Skinny Deal 
(as it was derisively and rightly called) combined proposed modest Communist 
Chinese reforms on issues related to forced technology transfer and intellectual 
property theft with promises of large-scale purchases of agricultural, manufactur- 
ing, and energy products. To date, this deal has been a predictable bust: Communist 
China has failed to consummate a significant fraction of its promised purchases 
and has made little or no progress on reforming its mercantilist, protectionist, and 
technology transfer-forcing policies. 

The clear lesson learned in both the Obama and Trump Administrations is that 
Communist China will never bargain in good faith with the U.S. to stop its aggres- 
sion. An equally clear lesson learned by President Trump, which he was ready to 
implement in a second term, was that the better policy option was to decouple 
both economically and financially from Communist China as further negotiations 
would indeed be both fruitless and dangerous. 
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TABLE 6 


Vectors of Communist China’s Economic Aggression in the 
Technology and IP Space 


1. Physical Theft and Cyber-Enabled Theft of Technologies and IP 
* Physical Theft of Technologies and IP Through Economic Espionage 
* Cyber-Enabled Espionage and Theft 
* Evasion of U.S. Export Control Laws 
* Counterfeiting and Piracy 
¢ Reverse Engineering 
2. Coercive and Intrusive Regulatory Gambits 
* Foreign Ownership Restrictions 
¢ Adverse Administrative Approvals and Licensing Requirements 
* Discriminatory Patent and Other IP Rights Restrictions 
¢ Security Reviews Force Technology and IP Transfers 
¢ Secure and Controllable Technology Standards 
* Data Localization Mandates 
¢ Burdensome and Intrusive Testing 
* Discriminatory Catalogues and Lists 
* Government Procurement Restrictions 
* Indigenous Technology Standards that Deviate from International Norms 
* Forced Research and Development 
¢ Antimonopoly Law Extortion 
* Expert Review Panels Force Disclosure of Proprietary Information 
* Chinese Communist Party Co-opts Corporate Governance 
¢ Placement of Chinese Employees with Foreign Joint Ventures 
3. Economic Coercion 
* Export Restraints Restrict Access to Raw Materials 
* Monopsony Purchasing Power 
4. Information Harvesting 
* Open-Source Collection of Science and Technology Information 
* Chinese Nationals in U.S. as Non-Traditional Information Collectors 
¢ Recruitment of Science, Technology, Business, and Finance Talent 
5. State-Sponsored, Technology-Seeking Investment 
* Chinese State Actors Involved in Technology-Seeking FDI 
* Chinese Investment Vehicles Used to Acquire and Transfer U.S. Technologies and IP 
- Mergers and Acquisitions 
- Greenfield Investments 
- Seed and Venture Funding 


SOURCE: White House Office of Trade and Manufacturing Policy, How China's Economic Aggression Threatens the 
Technologies and Intellectual Property of the United States and the World, June 2018, https://trumpwhitehouse. 
archives.gov/wp-content/uploads/2018/06/FINAL-China-Technology-Report-6.18.18-PDF.pdf (accessed March 21, 2023). 
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The following policy options were on the drawing board or in discussion as 
preparations for a potential Trump second term were being made. These options 
span the spectrum from purely trade-related like increasing tariffs to cutting off 
Communist China’s access to American financial markets, research institutions, 
and consumers. The next American President should strongly consider adopting 
all of them as a package: 


e Strategically expand tariffs to all Chinese products and increase tariff rates 
to levels that will block out “Made in China” products, and execute this 
strategy in a manner and at a pace that will not expose the U.S. to lack of 
access to essential products like key pharmaceuticals. 


e Provide significant financial and tax incentives to American companies that 
are seeking to onshore production from Communist China to U.S. soil. 


e Stop Communist China’s abuse of the so-called de minimis exemption, 
which allows it to evade the tariffs for products valued at less than $800. 


e Prohibit Communist Chinese state-owned enterprises from bidding on U.S. 
government procurement contracts (for example, contracts for subway and 
other transportation systems). 

e Prohibit the use of Communist Chinese-made drones in American airspace. 

e Ban all Chinese social media apps such as TikTok and WeChat, which pose 
significant national security risks and expose American consumers to data 
and identity theft. 

e Prohibit all Communist Chinese investment in high-technology industries. 

e Prohibit U.S. pension funds from investing in Communist Chinese stocks. 

e Delist any Communist Chinese stocks that do not meet Public Company 
Accounting Oversight Board standards or, alternatively, close off the 
Chinese “A shares” stock market to U.S. investment and deregister U.S.- 


sanctioned Communist Chinese companies. 


e Prohibit the use of Hong Kong clearinghouses as transit points for American 
capital investing in the Chinese mainland. 


e Prohibit the inclusion of Chinese sovereign bonds in U.S. investors’ portfolios. 
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Systematically reduce and eventually eliminate any U.S. dependence on 
Communist Chinese supply chains that may be used to threaten national 
security such as medicines, silicon chips, rare earth minerals, computer 
motherboards, flatscreen displays, and military components. 


Sanction any companies, including American companies like Apple, that 
facilitate Communist China’s use of its Great Firewall surveillance and 
censorship capabilities. 


Order the Department of Homeland Security (DHS) and Department of 
Justice to contract with U.S.-owned and U.S.-operated artificial intelligence 
companies that are capable of detecting, identifying, and disrupting both the 
domestic groups’ and CCP influencers’ social media operations and funding 
streams using public information as a rapidly available offensive measure. 


Reinvigorate and expand the DHS crackdown on the CCP’s use of e-sellers 
(including third-party sellers) and the shippers and operators of major 
warehouses such as Amazon, eBay, and Alibaba to flood U.S. markets with 
counterfeit and pirated goods. 


Compel the closure of all Confucius Institutes in the U.S., which serve as 
propaganda arms of the CCP. 


Significantly reduce or eliminate the issuance of visas to Chinese students or 
researchers to prevent espionage and information harvesting. 


Hold the CCP accountable for the COVID-19 virus, which almost certainly 
originated as a genetically engineered virus from the Wuhan Institute of 
Virology, and do so through the establishment of a presidential commission 
or select congressional committee that would investigate the origins of 

the virus; its various costs, both economically and in human life; and the 
possible means of collecting damages from the CCP, which are likely to rise 
to the trillions of dollars. 


If the new US. President wishes to defend this country against the serious exis- 


tential threat posed by Communist China, that President will adopt all of these 


proposals through the requisite presidential executive orders or memoranda. 


Effective Trade Policy in the Real World. To conclude this analysis, it is 


useful to offer brief reflections on anumber of key obstacles to implementing the 


policy initiatives recommended in this chapter. These obstacles include: 
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e The dogma of the Ricardian free-trade model, which has been used as 
propaganda to thwart the adoption of measures that seek to level the global 
trading field for American manufacturers, farmers, ranchers, and workers; 


e The politics of trade policy, which has led to a great divide that makes trade 
policy reforms difficult to implement; 


e The economics of trade deficits, which are not adequately understood either 
by the American public or by the policymaking intelligentsia; and 


e §=The crucial role of supportive White House and Administration personnel 
in implementing effective trade policies. 


The Dogma of Free Trade. Clearly, the fair and balanced trade orientation 
of this chapter runs starkly against the free trade grain of the globalist Ricardian 
orthodoxy, which is predicated on the theory that free trade represents the best 
path by which to achieve both American and global prosperity. This orthodoxy 
is based on the ivory tower academic conclusion that if countries trade freely 
among each other, each will pursue its own comparative advantages; production 
will be most efficient around the world; the economic pie will be bigger both 
for the globe and for each free trading country; and (so long as workers who 
lose their jobs are fairly compensated from the gains from trade) everyone will 
be better off. 

The most obvious problem with this orthodoxy (there are many more) is that 
nowhere is Ricardian free trade mirrored in the real world. Instead, America 
trades in a world where the WTO’s MFN rules are stacked against us, scofflaws 
like Communist China run roughshod over what meager WTO rules there are, and 
the United States among all of the world’s developed nations is the biggest victim 
of the free trade Ricardian orthodoxy. 

During his first term, President Donald Trump preached that there can be no 
free trade without fair, reciprocal, and balanced trade. He was right then, and who- 
ever is the next President in 2025 should heed this critical principle whenever the 
flag of free trade is waved to prevent the adoption of needed reforms. 

The Politics of Trade Policy: Who Benefits? Today, there is a great divide 
among Americans that stands in the way of constructive trade policy reforms. This 
great divide is certainly not about a partisan desire for low taxes and a reduced 
regulatory burden. Rather, it is over whether our borders should be open or secure 
and whether it is prudent to offshore our manufacturing and defense industrial 
base and associated supply chains. 

Those who support secure borders and seek to onshore more of American pro- 
duction and supply chains do so to boost the real wages of American workers and to 
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enhance our national security. Some Americans historically have supported open 
borders and offshoring under the flag of the Ricardian trade model, which assumes 
the free flow of both labor and capital. Yet it is equally true that open borders and 
offshoring also help American multinational corporations to maximize their profits 
by minimizing their labor and environmental protection costs. 

In particular, an open border policy, which allows for the unlimited migration of 
cheap labor, depresses American wage rates and thereby boosts corporate profits. 
At the same time, offshoring gives American corporations readier access to the 
sweatshops and pollution havens of Asia and Latin America. Our skies and water 
may be cleaner, and our products may be cheaper, Main Street manufacturers and 
workers bear the brunt of these policies. 

The obvious political problem in adopting many of the policies proposed here 
is that they will be opposed by the special-interest groups that benefit from open 
borders and offshoring and that contribute lavishly to both political parties. These 
special-interest groups range from the hedge funds of Wall Street and tech entre- 
preneurs of Silicon Valley to big-box retailers that stuff their aisles particularly 
with cheap “Made in China” goods. 


YES, TRADE DEFICITS MATTER 


[O]ur country has been behaving like an extraordinarily rich family that 
possesses an immense farm. In order to consume 4% more than we produce— 
that’s the trade deficit—we have, day by day, been both selling pieces of the 
farm and increasing the mortgage on what we still own. 


Warren Buffett®” 


Historically, one line of attack against attempts to implement fair trade policies 
in the name of reducing America’s massive and chronic trade deficit has been the 
claim that “trade deficits don’t matter.” The intellectual tip of this spear has often 
been think tanks that generate reams of analyses in support of a purely free trade 
(and open borders) American posture.** Yet both common sense and several very 
good reasons tell us that trade deficits matter a great deal. 

Economic Security. The economic security argument that trade deficits matter 
begins with the observation that growth in any country’s real, inflation-adjusted 
gross domestic product (GDP) depends on only four factors: consumption, gov- 
ernment spending, business investment, and net exports (the difference between 
exports and imports). Reducing a trade deficit through implementation of the US. 
Reciprocal Trade Act, the application of tariffs, or renegotiating a bad trade deal 
like NAFTA all represent ways to increase net exports—and thereby boost the rate 
of economic growth. 
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Suppose, for example, that under the USRTA the American President persuaded 
India to reduce its very high protectionist tariffs and Japan to lower its formidable 
nontariff barriers. America would surely sell more Florida oranges, Washington 
apples, California wine, Wisconsin cheese, and Harley-Davidson motorcycles. The 
resultant fall in the trade deficit would increase America’s GDP, and the real wages 
of blue-collar America would rise from Seattle and Orlando to Sonoma and Mil- 
waukee. But that’s not all. 

Consider, too, the investment term in the GDP growth equation. When U.S. 
companies offshore their production to chase cheap labor or manufacture in a 

“pollution haven” country like Communist China or India with lax environmental 
regulations, the result is reduced nonresidential fixed investment—and a GDP 
growth rate that is lower than it would be otherwise. Moreover, if such offshored 
production results in more foreign exports to the U.S.—for example, an American 
consumer buys a Made in Mexico Dodge Journey or Chevrolet Trax rather than a 
vehicle assembled in Detroit—the trade deficit rises along with the fall in invest- 
ment, further reducing GDP growth. 

National Security. The national security argument that trade deficits matter 
begins with America’s national-income accounting double-entry system and this 
accounting identity: Any deficit in the current account caused by imbalanced 
trade must be offset by a surplus in the capital account, meaning foreign invest- 
ment in the US. 

In the short term, this balance-of-payments equilibrium may indeed “not 
matter” as foreigners return our trade-deficit dollars to American shores by 
seemingly benignly investing in U.S. government bonds and stocks. Of course, 
this infusion of foreign capital lowers American mortgage rates and keeps the 
stock market bullishly capitalized, which appears to be all to the good. Over time, 
however, running large and persistent trade deficits leads to a massive transfer 
of American wealth offshore into foreign hands. This wealth transfer happens as 
foreigners use their export dollars to buy American real estate, companies, and 
financial assets like the aforementioned stocks and government bonds. 

The American investor Warren Buffett has referred to such wealth transfers 
offshore as “conquest by purchase.” To Buffett, the big danger is that foreigners 
will eventually own so many U.S. government bonds that Americans will wind up 
working longer hours just to survive and service that foreign debt. 

There is an even bigger national security danger, however, that Mr. Buffett has 
missed: an alternative conquest-by-purchase scenario. Suppose, for example, that 
one of the biggest holders of U.S. dollars is a rapidly militarizing strategic rival like 
Communist China that is intent on world hegemony. By buying up America’s com- 
panies, technologies, farmland, food producers, and key elements of the domestic 
supply chain, Communist China can thereby gain more and more control of the 
U.S. manufacturing and defense-industrial base. 
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In this scenario, might America thereby lose a broader war for America’s freedom 
and prosperity, not by shots fired but by American cash registers ringing up “Made 
in China” products? Might America even lose a broader hot war because it sent its 
defense industrial base abroad on the wings of a persistent trade deficit? It follows 
that for both economic and national security reasons, trade deficits do indeed matter. 
It is therefore of critical importance that we bring America’s global trade back into 
balance through free, fair, balanced, and reciprocal trade and that we do so through 
the kind of policy initiatives and reforms recommended in this chapter. 


PERSONNEL IS TRADE POLICY 

Having a clear set of trade and industrial policies to achieve one’s economic and 
national security goals, while essential, is not enough. The lessons of the Nixon, 
Reagan, and Trump Administrations teach us that “personnel is policy” or, in 
this case, that “bad personnel will mean bad trade policy.”®? That is why it will be 
equally critical to the next President’s trade policy agenda to have key personnel 
in place who not only have the skills to implement the policies, but also have the 
firm commitment to do so. 

During the Trump Administration, President Trump’s key policy advisers 
and Cabinet officials clashed on the issues of international trade and combating 
Communist China’s economic aggression. As much as President Trump did on 
the trade front that was bold and innovative and as much as he achieved by chal- 
lenging Communist China, too much of his trade policy was disrupted or derailed 
by key personnel who did not share the President’s vision of fair, balanced, and 
reciprocal trade. 

In thinking about the personnel positions that are most essential to effective 
implementation of trade policy, the most obvious position to get exactly right is 
that of the United States Trade Representative. The USTR is at least putatively 
the top official on trade policy, and it is critical that this position be filled wisely. 

Historically, during Republican Administrations, the USTR has been a free 
trader who rarely challenged the protectionist and mercantilist policies of Amer- 
ica’s trading partners and typically would seek to expand global trade. The Trump 
Administration broke this globalist Republican tradition by appointing as USTR 
attorney Robert E. Lighthizer, who not only had a keen understanding of the vari- 
ous legal levers a President can use to advance trade policy, but also was committed 
to the President’s fair, balanced, and reciprocal trade agenda. The next Adminis- 
tration should make every effort to find someone with that understanding and that 
commitment to fill this position. 

Less obvious—but almost as important—is the need to fill the position of Under 
Secretary of Commerce for International Trade wisely. One of the most important 
functions of the International Trade Administration, which is an agency in the 
Department of Commerce, is to impose antidumping and countervailing duties 
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against trade cheaters who dump products below cost into American markets or 
unfairly subsidize their exports. In fact, much of the cheating that does take place 
in the global trading arena can be addressed through such antidumping (AD) and 
countervailing duty (CVD) cases. 

Within the West Wing itself, it is equally critical that the National Security 
Adviser, the Chairman of the Council of Economic Advisers (CEA), and the Director 
of the National Economic Council (NEC) all be aligned on trade policy. During the 
Trump Administration, with the notable exception of the President’s third National 
Security Adviser, Robert O’Brien, and third CEA Chairman, Tyler Goodspeed, this 
regrettably was not the case. 

Finally, and perhaps surprisingly, the Secretary of Defense plays a key role in 
trade policy, at least when it comes to advancing Section 232 cases. Under Section 
232 of the Trade Expansion Act of 1962,*° the President has the authority, through 
tariffs or other means, to reduce imports from other countries “if the President 
determines that such reduction or elimination would threaten to impair the 
national security.” As a practical matter, the Secretary of Commerce spearheads 
any Section 232 cases, but in order to proceed with a Section 232 case, Commerce 
must obtain signoff from the Secretary of Defense. 

When President Trump wanted to implement steel and aluminum tariffs, he 
had a willing servant in Secretary of Commerce Wilbur Ross. However, Secretary 
of Defense James Mattis resisted. Mattis simply did not understand a key tenet of 
the Trump Administration: Economic security is also national security. Without 
vibrant steel and aluminum industries, it will be difficult for America to provide 
the Pentagon with the kind of weapons it needs to defend the homeland. 


CONCLUSION 

A Harvard professor once told me during my doctoral thesis days that “if I tell 
you how it is, I’ve told you why it can’t change.” Despite the obvious exploitation 
of American farmers, ranchers, manufacturers, and workers by the international 
trading system and Communist Chinese aggression, powerful political forces none- 
theless exist that profit from the status quo. 

The stark lesson of this chapter is that America gets fleeced every day in the 
global marketplace both by a predatory Communist China and by an institution- 
ally unfair and nonreciprocal WTO. Addressing these two challenges would go a 
long way toward restoring American greatness, both economically and militarily. 
Ignoring these two challenges will simply continue the parasitic draining of the 
American manufacturing and defense industrial base. 


AUTHOR’S NOTE: The author alone assumes responsibility for the content of this chapter, and no views 
expressed herein should be attributed to any other individual. However, the author would particularly like to thank 
Joanna Miller for her dedicated work and significant contribution to the chapter. 
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THE CASE FOR FREE TRADE 

Kent Lassman 

T rade policy is about more than goods and services: It is a statement of Amer- 
ican identity. Our trade policy choices reveal America’s values and where we 

put our trust. Do we place our trust in Washington elites to revive a declining coun- 

try, or do we trust in America’s tradition of entrepreneurs and everyday people 

blazing new trails? Do we follow China by copying its strong-arm trade policies, 

or do we lead China and the rest of the world by forging our own path? Our trade 

policy decisions will tell you what we Americans really think of ourselves. 


A CONSERVATIVE VISION FOR TRADE 

The policy recommendations in this chapter reflect a belief in the strength of 
America’s founding institutions, its economy, and its people. They are based on data 
showing decades of American progress with all that this implies. They also reflect 
arealistic understanding of the fact that trade policy has limited capabilities and 
is vulnerable to mission creep and regulatory capture. Policymakers should be 
modest about what they can accomplish through trade policy and need to exercise 
constant vigilance against abuses. For example: 


e Trade can lower consumer prices for ordinary Americans and open new 
markets for American businesses and their goods. 


e Trade can help American workers and businesses to specialize in what they 
do best—which is how they outcompete the rest of the world in technology, 
manufacturing, agriculture, and other areas. 


e In foreign policy, trade can help to preserve and strengthen alliances. 


At the same time, sound trade policy requires humility. It is not a panacea for 
every policy problem. Trade policy cannot favor one sector over another without 
causing tradeoffs that outweigh the benefits. Neither free trade nor protectionism 
will create jobs. Trade affects the types of jobs people have, but it has no long-run 
effect on the number of jobs. Labor force size is tied to population size more than 
anything else. The American people are smart and sophisticated enough to hear 
these truths. 

It is not just conservatives who overestimate the power of trade policy. Recent 
progressive attempts to use trade policy to advance whole-of-government initia- 
tives on climate, equity, and other issues will fail for the same reason that ahammer 
cannot turn a screw: It is the wrong tool for the job. Conservatives should be sim- 
ilarly skeptical of recent attempts on the Right to use progressive trade policy to 
punish political opponents, remake manufacturing, or accomplish other objectives 
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for which it is not suited. The next Administration needs to end the mission creep 
that has all but taken over trade policy in recent years. 

Trade policy works best when it sticks to trade and treats separate issues 
separately. Trade agreements since the North American Free Trade Agreement 
(NAFTA) have been increasingly burdened by trade-unrelated provisions involving 
labor, environmental, intellectual property, and other regulations. Where these 
were a side agreement to NAFTA in the 1990s, they were integrated into the main 
text of the United States-Mexico—Canada Agreement (USMCA) in 2019. The 
Indo-Pacific Economic Framework for Prosperity (PEF) that the Biden Admin- 
istration is currently pursuing consists entirely of trade-unrelated provisions: 
Negotiations are steering clear of trade altogether. 

Trade-unrelated provisions are routinely hijacked by progressives and rent-seek- 
ers and dilute otherwise worthwhile trade agreements. They also create additional 
points of contention that make agreements unnecessarily difficult to pass. A con- 
servative trade policy should limit trade-unrelated provisions in trade agreements. 

This does not mean that conservatives should ignore international negotiations 
on labor, environment, intellectual property, and other non-trade issues. It means 
they are more likely to succeed by treating each of them separately rather than 
letting them die in committee with each providing an additional sticking point 
for delaying the others. 

Aconservative trade policy must also take seriously the reality that in a democ- 
racy, the other side holds power about half of the time, but progressives run most 
agencies almost all of the time. A cardinal rule in public policy is not to give yourself 
powers you wouldn’t want your opponents to have. That means building institu- 
tion-level safeguards against mission creep to limit abuses. 

Foreign policy considerations are not as separate from trade as are labor or 
environmental standards. China deserves special consideration, as does the World 
Trade Organization (WTO) along with its possible successors or alternatives. While 
trade is not the star of American foreign policy, it does play a supporting role. It 
should be used to strengthen alliances to help counter China, Russia, and other 
threats while making economic and cultural inroads inside them. The next Amer- 
ican President should use this aspect of trade to the nation’s advantage. 

Drawing from America’s Roots. In 1776, nearly 90 percent of Americans were 
farmers. For 10 people to eat, nine had to farm. That meant fewer people could 
be factory workers, doctors, or teachers, or even live in cities, because they were 
needed on the farm. Accordingly, life expectancy was around 40 years, and literacy 
was 13 percent.” 

Today, fewer than 1 percent of Americans work on farms, yet America is a net 
exporter of food. People have infinite wants, so as rising productivity pushed some 
people off of farms, there were countless other jobs they could do. In true American 
fashion, many of these jobs were in brand new industries. 
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This was possible because the same can-do cultural values that inspired the 
American founding were accurately reflected in its new government. The U.S. Con- 
stitution created what was then the world’s largest free trade area, and it did so on 
purpose.** The combination of the American self-improvement ethos and the large, 
free internal market guaranteed by the Constitution yielded intensive growth on 
a scale never before seen. 

Many displaced farm laborers got jobs making the very farm equipment that 
made intensive agricultural growth possible, from railroad networks to cotton gins. 
Each fed the other. Agriculture and industry are not separate; they are as inter- 
connected as everything else in the economy. None of this could have happened 
had the government enacted policies to preserve full agricultural employment. 

Understanding Value. Just as communication is impossible without agreed- 
upon definitions of words, coherent policymaking is impossible without coherent 
categories. Policies are not likely to succeed when they try to separate an intercon- 
nected economy into arbitrary categories. The factory worker who builds a tractor 
does as much to boost farm production as the farmers themselves, yet economic 
planners put them in different categories. This problem is baked into industrial 
policy, as progressive planners have learned again and again. 

Aconservative approach to economic policy should treat value as value, whether 
it is created on a farm, in a factory, or in an office. A dollar of value created in 
manufacturing is neither more nor less valuable than a dollar of value created in 
agriculture or services. 

Pursuing Access to Growing Markets. American history holds lessons for 
today’s conservative trade policy. Some modern analysts see a correlation between 
high tariffs and high growth and confuse it for causation,“ but 19th century Amer- 
ica teaches a different lesson. 

While the Constitution banned internal tariffs in the US., international tariffs 
reached their highest levels in U.S. history during the 19th century, beginning with 
the 1828 Tariff of Abominations.* At their peak in 1830, the average tariff on duti- 
able goods was 62 percent.** Fortunately, however, the tariffs’ distorting effects 
were outweighed by market growth elsewhere. The 19th century saw Western 
expansion and a growing population (including millions of immigrants) working 
for the American dream. America’s growing internal free trade zone allowed for 
still more specialization and more trade across state borders. 

America’s geographic expansion ended long ago, but population growth, the 
U.S.-led rules-based international trading system, and the steady 75-year decline 
in tariffs after World War II have made possible decades of continued prosperity. 
Intensive growth requires specialization, and the larger the market, the more spe- 
cialization is possible. 

Fighting Pessimistic Bias. Farmers’ share of the population continued to 
decline through this entire period, yet employment remained high, and the 
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CHART 1 


U.S. Real GDP per Capita 


REAL GROSS DOMESTIC PRODUCT PER CAPITA, IN CHAINED 2012 DOLLARS, 
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economy continued to grow. Factories were not the only beneficiaries of agri- 
culture’s productivity boom and the labor it freed; services also grew. In fact, 
service-sector employment surpassed manufacturing employment around 1890— 
far earlier than most people realize.” 

Pessimistic bias is one of the most important cultural problems that conserva- 
tive policymakers need to address. In trade, as in most other areas, few people ever 
zoom out to see the big picture, which is one reason why so many people mistakenly 
believe that U.S. manufacturing and the U.S. economy are in decline. 

The data do not show American economic carnage. They show more than two 
centuries of intensive growth, made possible by a growing internal market through- 
out the 19th century and a growing international market in the post-World War 
II era. The transition from farm to factory did not shrink the labor force or farm 
output. Later, the transition from factories to services did not shrink the labor 
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force, factory output, or farm output. Both transitions affected the types of jobs, 
not the number of jobs. 

Americans today can more easily afford everything from air conditioning to 
flat-screen televisions and smartphones, and trade is one reason why. Bigger mar- 
kets mean more specialization, more innovative ideas, more customers, and more 
people from whom to buy. 

America’s official unemployment rate went as low as 3.5 percent during 2022, 
while real per capita gross domestic product (GDP) rose to an all-time record. 
Clearly, people who wanted to work were able to find work that paid well even as 
manufacturing jobs grew more slowly than service jobs. 


IMPLEMENTING THE CONSERVATIVE VISION 

Vision will be crucial for the next conservative Administration, but nuts-and- 
bolts policies are also important. Making the conservative vision for trade a reality 
will require several actions, some of which may prove to be more difficult to achieve 
than others. Specifically: 


e Implement tariff reliefto help counteract inflation by reducing prices 
for affected goods as well as to strengthen supply chains and boost 
manufacturing. End Section 232, 201, and 301 tariffs. Work with Congress 
to pass legislation repealing those provisions so future Presidents 
cannot abuse them. 


e Resist calls for more spending on trade adjustment assistance, which 
is often hijacked for progressive ends. Technology and changing tastes 
displace six times as many workers as does trade, yet those workers get no 
such special treatment. Displaced workers should receive the same benefits 
regardless of the reason. 


e Remove never-needed supply chain restrictions, which give families fewer 
places to which they can turn. The recent shortage of baby formula, for 
example, was caused largely by heavily protectionist regulations. Strength 
and resilience come from openness. 


e Enact mutual recognition policies with allies. If a product is safe enough for 
European or Japanese consumers, then it is safe enough for Americans as 
well—and vice versa. This can reduce regulatory costs and open new markets. 


e Close the Export-Import Bank, which serves mainly to subsidize foreign 


buyers’ purchases of goods from a handful of well-connected American 
manufacturers. 
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Repeal the Jones Act,** a century-old “Buy American” maritime law that 
has decimated the U.S. shipbuilding industry. 


Work with Congress to restore the President’s Trade Promotion Authority, 
which would expedite the negotiation of trade agreements with the United 
Kingdom, Switzerland, Taiwan, the European Union, and other allies, and 
keep trade-unrelated provisions out of trade agreements. 


Restore the World Trade Organization’s dispute resolution process to 
full strength. 


Create a successor to the WTO (assuming that it has been fatally wounded) 
that is open only to liberal democracies. This would prevent authoritarian 
countries like China from abusing the organization for their own ends. 


Adopt a multi-pronged China strategy to convince the Chinese government 
to reform its illiberal human rights and trade policies. 


Rejoin the Trans-Pacific Partnership (TPP), whose 11 members are 
developing institutional trade norms in an important geopolitical region 
without U.S. input or involvement. 


Reorient the proposed Indo-Pacific Economic Framework for Prosperity to 
focus only on trade issues, which it currently ignores in favor of progressive 
wish-list policies. 


Strengthen diplomatic pressure (in concert with allies) against Beijing’s 
abuses. Encourage cultural and intellectual engagement with the Chinese 
people, remembering that blue jeans and rock’n’ roll helped to win 

the Cold War. 


Tariff Relief. When people try something repeatedly and it still doesn’t work, 


they should stop doing it—especially when the consequences turn out to be just 


what conservative economists have long predicted they would be.*” With tariffs, 


the proper reform is not only to get rid of the individual tariffs that have backfired, 


but also to build institutional safeguards against future abuse. 


We are five years into the biggest experiment with tariffs since the Great Depres- 


sion, and the results are in: The new tariffs raise consumer prices for ordinary 


Americans by about $1,200 per household every year” and benefit only a small 


number of special interests. Steel and aluminum tariffs, enacted on national 


security grounds, angered allies. Beijing made not a single substantive reform in 
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response to four rounds of tariffs plus an attempted Phase One agreement. The 
Biden Administration has left the tariffs in place and is expanding them to pursue 
progressive policy goals. 

The first order of business for anew Administration that is focused on American 
workers and consumers is to repeal all tariffs enacted under Section 232 of the 
Trade Expansion Act of 1962* and Sections 201 and 301 of the Trade Act of 1974.*? 
The President can do this unilaterally, and Congress can do it through legislation. 

The second order of business requires Congress to pass legislation repealing 
Sections 232, 201, and 301. The U.S. Constitution places all taxing authority with 
Congress*’ and none with the President. Congress used those provisions of law 
to delegate some of its taxing authority to the President because it was having 
trouble passing “clean” tariff legislation in the 1960s and 1970s. Unless and until 
this constitutional question about delegation is addressed, important reforms are 
available to the next Congress and the next President. 

Congress faced a problem of collective action in the 1960s and 1970s. As awhole, 
Members generally wanted to lower tariffs, but few individual Members were will- 
ing to remove tariffs that benefited special interests in their districts. Trade bills 
were invariably watered down through amendments and logrolling. The thinking 
was that the President, whose constituency is the entire nation, would be less prone 
to special-interest pleading than Members of Congress would be, so Congress del- 
egated some of its tariff-making authority to the President in 1962 and 1974 trade 
legislation. 

Delegating tariff-making might have worked in the short run, but in the long 
run, it was both constitutionally dubious and ripe for abuse. That came to pass in 
2018. The Section 232 steel and aluminum tariffs, invoked in 2018 against Canada, 
Europe, and other allies on national security grounds, raised car prices by an aver- 
age of $250 per vehicle and gave America the world’s highest steel prices. They 
also harmed the construction, canned food and beverage, and other metal-us- 
ing industries. 

While this may have benefited the steel industry itself, each steel job saved cost 
an average of $650,000 per year that had been taken from elsewhere in the econo- 
my.™ That is no way to strengthen American manufacturing. The New York Federal 
Reserve estimated in 2019 that the Section 301 China tariffs cost the average house- 
hold $831 per year,” a figure that has likely increased with inflation. 

The new tariffs have a clear record of failure—as conservative economists 
almost unanimously warned would be the case. Job number one for the next 
Administration is to return to sensible trade policies and eliminate the destruc- 
tive Trump- Biden tariffs. 

Strengthening American Manufacturing. The decline of American manu- 
facturing is acommon political trope in both parties, typically invoked before a call 
for more government intervention. This narrative has several problems. One is that 
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American manufacturing output is currently at an all-time high. The record was 
not set during World War II and not during the 1950s boom. Output did not peak 
when manufacturing employment peaked in 1979 or during the Reagan economic 
revival in the 1980s. It is actually higher now than it has ever been. 

American manufacturing is buoyant because each manufacturing worker’s pro- 
ductivity is also at an all-time high. The key to prosperity is doing more with less. 
The next President should ignore special interests and populist ideologues who 
want government to do the opposite through industrial policy, trade protectionism, 
and other failed progressive policies. 

It takes surprisingly few people to achieve America’s record-high manufac- 
turing output—currently about 13 million people out of a workforce of more than 
160 million, compared to the 1979 peak of 19.5 million people out of a workforce 
of 104 million.*° Productivity growth has freed the time and talents of millions of 
people for other, additional uses. 

The belief that manufacturing has to shrink for services to grow is the zero- 
sum fallacy against which sensible economists often warn. It is anathema to the 
optimism, hope, and confidence that are the natural birthright of conservatives. 
Growing productivity enables more output of both manufacturing and services. 
That is why America continues to have sustained booms and record-setting real 
GDP despite the long-run decline in manufacturing employment. 

Economists distinguish between two types of growth: extensive and intensive. 
Extensive growth is the Soviet and Chinese model for manufacturing: If you have 
more people use more resources, they will create more output. Extensive growth 
is doing more with more; intensive growth is doing more with less. That is where 
America’s superpower lies. The story of American manufacturing is one of intensive 
growth dating back to our agricultural origins. Conservative leaders should draw 
on this history to position America for continued success. With intensive growth, 
it isnot manufacturing or services; it is manufacturing and services. 

Retaliatory Tariffs. Raising tariffs on another country almost always invites 
retaliatory tariffs against the U.S. The latter tend to be directed at politically sen- 
sitive American exports. Retaliatory tariffs by both China and American allies in 
response to the 2018 steel tariffs were targeted primarily at American agriculture. 
According to the U.S. Department of Agriculture, those tariffs cost farmers $27 
billion with losses concentrated particularly in heartland states.” 

Retaliatory tariffs also targeted U.S. industries that were not protected by tar- 
iffs. Many imports become inputs into U.S. manufacturing. The motorcycle maker 
Harley-Davidson was already facing higher production costs as domestic steel 
producers raised their prices to accommodate the new steel tariff. A retaliatory 
tariff on its motorcycles imposed by the European Union further raised its prices 
and hurt its export business. Harm to such innocent bystanders was another unin- 
tended (though foreseen) consequence. 
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CHART 2 
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Federal Reserve research shows that the tariffs have cost about 75,000 manufac- 
turing jobs while creating only about 1,000 jobs in the steel industry—not including 
the effects of the retaliatory tariffs described above.® Higher steel prices added an 
average of $250 to the price of new cars, and larger trucks—the vehicle of choice 
in rural America—were hit even more dramatically.*? 

Trade is generally a win-win for both participants. Tariffs are a lose-lose-lose 
game, with the tariff raiser losing affordable goods, the tariff target losing exports, 
and the tariff raiser losing again from retaliatory tariffs. Tariffs also have an addi- 
tional overlooked hidden cost: Companies redirect resources to dodge tariffs by 
redesigning products, switching to more expensive suppliers, using lower-qual- 
ity materials, and lobbying. This might be good for lawyers, but it is bad for the 
economy. These resources could have been used instead to make a better product 
more cheaply. 
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Conservatives warned against retaliation from the beginning: It was exactly 
what happened after the 1930 Smoot-Hawley tariffs that worsened the Great 
Depression. 

Undoing the Normalization of Protectionism. Inertia is one of the strongest 
forces in politics. Radical new policies can become the new normal very quickly and 
are extremely difficult to unwind if they backfire. This happened with the Trump 
Administration’s progressive turn on protectionism. The Biden Administration 
quickly undid the Trump Administration’s conservative regulatory reforms but 
left its progressive, self-defeating trade policies in place—in many cases even 
strengthening them. 

Two presidential Administrations is a long time in politics, and the next conser- 
vative Administration will have a tough time getting tariff relief past a bureaucracy 
that dislikes change and special interests that will fight hard to preserve their 
special privileges. But given the stakes for future American prosperity, it will 
be worth it. 

Dealing with Disruption. It is true that trade is disruptive. Though its long- 
run effect on employment is approximately zero, in the short run it can cost jobs 
and even depopulate towns.’ America’s resilience depends on its ability to adjust, 
but successful and timely adaptation is generally spontaneous in nature—the work 
of human action but not human design. Planned adjustment by governments has 
a much poorer track record. 

Context is also important to adjustment efforts. Technological change costs 
approximately six times more jobs as does trade (though, again, only in the short 
run).°? Any argument made against trade’s disruptive effects applies even more 
strongly to technological change, yet no one seriously argues for reversing the 
dramatic changes the Internet has wrought. 

More than 11 million American jobs turn over through hirings, firings, retire- 
ments, layoffs, and resignations every month,® and nearly 85 percent of all 
jobs turn over in the course of a year. Yet America has suffered only four bouts 
of double-digit unemployment during the past century. Two of them, the Great 
Depression and the comedown from the 1970s stagflation, were due to monetary 
mismanagement, not trade. The third, the Great Recession, was due toa financial 
crisis worsened by monetary mismanagement, not trade.® The fourth was due to 
COVID-19 lockdowns, not trade. 

Using trade restrictions to slow this churn is a mistake for two reasons: (1) trade 
is at best a minor contributor to job churn compared to other factors like tech- 
nology, changing consumer tastes, inflation, and business cycles, and (2) churn is 
evidence of a healthy economy. Agricultural economies have low job churn and 
low living standards. 

When people see better opportunities, they should be allowed to pursue them. 
To do otherwise slows economic growth, harms individual dignity, removes 
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humanity from our policies, and can contribute to societal ills like depression, 
addiction, and isolation. 

Trade adjustment could be made easier by regulatory reforms to remove its 
attendant friction. These include: 


e Less restrictive zoning and permit rules; 
e Occupational licensing reform; 
e Automatic sunsets for new regulations; and 


e Apresidentially appointed Regulatory Reduction Commission that would 
examine the Code of Federal Regulations each year and send repeal 
packages to Congress that include old, obsolete, redundant, and harmful 
regulations.” 


People who need help should be able to get it. Progressive trade policies 
help only special interests while harming the very people they are supposedly 
intended to help. 

Trade Adjustment Assistance. Trade adjustment assistance is a popular 
policy for aiding displaced workers. Though flawed, it is a bargaining tool that 
can potentially help to get sound trade policy adopted. A conservative Adminis- 
tration should approach trade adjustment assistance with caution and use it as a 
last-resort political bargaining tool and not as a first-resort policy. Funding for job 
training programs and the like will typically find its way to labor union slush funds, 
left-leaning nonprofits, and other progressive causes that will not necessarily help 
displaced workers. 

A better approach to trade adjustment assistance, if it must be expanded, is 
direct cash transfers. Not only would this prevent progressive hijacking of pro- 
grams and their funding, but cash is the most flexible type of aid. It treats people as 
adults and lets them make their own choices about their next steps. Major life deci- 
sions should be made by individuals for themselves, not for them in Washington. 

Trade adjustment assistance should treat workers who lose their jobs to inter- 
national trade the same as workers who lose their jobs for any other reason are 
treated. While that will not likely come to pass in the near future, steps in that 
direction are possible. Technological change displaces six times as many workers 
as trade displaces, yet workers displaced by technology get no special treatment. 
Nor should they. Unemployment remains low because it grows alongside pop- 
ulation, and real wages continue to rise over time. Trade-displaced workers 
should be eligible for the same benefits for which anyone else is eligible, no more 
and no less. 
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Supply Chain Lessons from the Baby Formula Debacle. Protectionism 
builds weaknesses into supply chains. This was demonstrated vividly by the baby 
formula shortage, which may have peaked in 2022 but remains an ongoing concern. 

Domestic baby formula producers benefit from a decades-old tariff that averages 
17 percent, which is effectively high enough to shut imports out of the market. As 
if tariffs were not enough, other requirements also help to keep competition out 
of the market: ever-evolving labeling requirements and nutritional standards that 
(conveniently for domestic manufacturers) are always just slightly different from 
international standards. As a result, before the formula shortage in 2022, approx- 
imately 98 percent of the country’s baby formula was produced domestically. 

With foreign competition out of the way, other government policies helped to 
concentrate almost the entire domestic formula industry into four firms. Roughly 
40 percent of baby formula purchases are made by state-level food assistance pro- 
grams, which typically do not let families choose their own formula brands. Instead 
they must buy from a single producer, which guarantees producers large market 
shares in states where they win contracts. This situation gives incumbent pro- 
ducers a cozy existence but puts consumers at risk. Like all protectionist policies, 
the benefits are concentrated in the hands of a few producers while the costs and 
risks are widely distributed. 

With so many eggs in so few baskets, whenever something goes wrong—which 
is inevitable even when nobody is at fault—families find themselves scrambling. 
That happened early in 2022 when contamination entered a Michigan facility that 
makes about 40 percent of America’s baby formula. Trade protectionism all but 
eliminated other options for many parents, who suddenly found empty shelves and 
sky-high prices for an essential item that many of them were already struggling to 
afford—while families in other countries were unaffected. 

In response, Congress passed the Formula Act® in the summer of 2022. The act 
eased formula tariffs and loosened never-needed labeling requirements and other 
import restrictions, but it was temporary. It expired at the end of 2022, leaving 
families still vulnerable to the cascading consequences that ensue if one thing 
goes wrong at only one plant. 

The baby formula debacle has two lessons for the next Administration. 


e The Administration needs to attack the root of the problem. Temporary 
fix-it bills are better than nothing, but they leave the rot in place. The 
President needs to encourage bold liberalization. 


e Strength comes from openness. In the real world, markets fail. Factories will 
get contaminated, and health inspectors will not always be as thorough as 
they should be. The baby formula market is essentially a natural experiment 
in self-sufficient industrial policy. When something went wrong, that single 
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failure point crashed the whole system. It should not be that way, and the 
next President can change it. 


Part of the problem is that the supply chain analogy itself causes sloppy thinking. 
In achain, a link is connected only to the link ahead of it and the link behind it and 
not to any other links. Real-world supply chains are more like networks in which 
each point connects directly to countless others and is rarely more than six degrees 
of separation from nearly anywhere on Earth. Because market failures happen 
all the time, it is important to have as many connections as possible. Americans 
need access to more ways to adapt and reroute around failure points, especially 
for essential products like baby formula. 

Trade protectionism makes us more vulnerable, but free trade makes our fam- 
ilies and communities more resilient. Loosening restrictions similar to the ones 
that stunt the baby formula market would make it easier to navigate future crises 
while preventing the progressive and rent-seeking power grabs that come with 
every crisis, whether it is as isolated as a baby formula shortage or as expansive 
as a pandemic. 

Mutual Recognition. A simple way to reduce friction in supply networks is 
mutual recognition of other industrialized countries’ regulatory standards. This 
can be done either in a larger trade agreement or independently. For baby for- 
mula, this would mean allowing in brands that meet European Union standards 
even if they do not meet Food and Drug Administration (FDA) labeling require- 
ments. Infants’ nutritional needs do not change across borders. If a formula is 
deemed healthy for European babies, then it is also healthy for American babies. 
The reverse is equally true. 

Mutual recognition could help to open new markets for American producers in 
countless industries and give American consumers access to countless new prod- 
ucts on more competitive terms. For example, U.S. regulations require washing 
machine power cords to be at least six feet long, while the U.K. requires them to be 
at least two meters.” The difference (about six inches) affects neither safety nor 
performance, but it does keep American-made washing machines out of an import- 
ant foreign market. A mutual recognition policy would circumvent the problem. 

Given the recent interest in increased antitrust enforcement, conservatives 
should embrace policies like mutual recognition that have the double benefit of 
increasing market competition while decreasing government’s regulatory footprint. 

The U.S. should enact mutual recognition agreements for a wide variety goods 
with the United Kingdom, European Union, Japan, South Korea, Australia, and 
other governments with high standards comparable to our own. This would have 
especially large benefits for pharmaceuticals, because America’s FDA drug approval 
process is both slower and more expensive than those of other countries with- 
out being any safer. Americans would gain access to more and lower-cost medical 
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treatments, and American pharmaceutical companies could defray development 
costs and innovate faster by gaining access to more markets, all while cutting prices. 

The Jones Act. The Jones Act (Merchant Marine Act of 1920)” requires that 
ships traveling between U.S. ports must be U.S.-built, U.S.-owned, and U.S.-crewed. 
In practice, this is an “America last” policy that has decimated the American mari- 
time industry.” Because of Jones Act regulations, American-built ships cost three 
to four times more to build than foreign-built ships cost. As a result, the entire 
Jones Act fleet is down to just 92 ships, many of which are old and obsolete. In fact, 
Jones Act-compliant shipping is so expensive that it is often cheaper for East Coast 
ports to import oil from Vladimir Putin’s Russia than it is to send it up the coast 
from Houston or New Orleans. The national security (to say nothing of energy 
security) implications of reliance on Russia for oil and gas are obvious. 

The Jones Act’s original national security justifications are just as dubious. The 
act’s goal was to guarantee a sizable fleet of American ships that could be pressed 
into war service if needed. Aircraft carriers and other post-1920 naval innovations 
have made this argument obsolete. An $800 billion defense budget has plenty of 
room to maintain a Navy to defend American security interests around the world. 
The U.S. Navy would likely prefer not to use Jones Act ships anyway, because they 
tend to be older and in poorer condition than its own ships or similar foreign-made 
but domestically owned commercial ships that could also be pressed into service. 

As with many other industries, U.S. shipbuilding could be the envy of the world if 
it could operate in a free market, but the maritime lobby prefers a quiet, cozy exis- 
tence on the dole even as it harms American consumers and national security. The 
next conservative Administration should unleash American potential by unilater- 
ally enacting Jones Act exemptions wherever allowed, as currently happens most 
years during hurricane season, and working with Congress to repeal the Jones Act. 

Trade and Inflation. The post-COVID inflation spike may be over long before 
the next Administration takes office, but keeping it under control should remain 
a high priority. Free traders should not oversell their case by saying that liberal- 
ization would solve inflation. Inflation is predominantly a monetary phenomenon, 
not a trade phenomenon, but tariff relief can help at the margin by immediately 
lowering prices on tariffed goods and slightly boosting long-term growth.” While 
this would not affect the money supply, which is inflation’s key variable, even roll- 
ing back the tariffs enacted since 2017 would likely have a positive effect on the 
Consumer Price Index. 

The easiest way to curb inflation (or to create it) is for the Federal Reserve to 
work the monetary side of the equation, but the real output side has a similar effect 
on prices. Lifting trade barriers is one way to boost output. It also has the added 
benefit of requiring no additional spending. At the very least, this can make the 
Federal Reserve’s job easier as the spending excesses of Congress and President 
Biden continue unabated in the coming years. 


— 809 — 


Mandate for Leadership: The Conservative Promise 


It is important not to oversell trade’s inflation benefits as a cure-all, but at the 
margin, it can help. The next Administration should keep this in mind as it tries 
to cope with this politically volatile issue. 

Trade and Foreign Policy. We have seen how trade liberalization would boost 
the domestic economy and make American businesses more competitive, but 
conservative trade policies also benefit America’s foreign policy interests. Policy- 
makers should therefore: 


e Negotiate multilateral and bilateral trade agreements. 


e Reform the World Trade Organization or build a successor organization 
with membership limited to liberal democracies. 


e Repeal the Jones Act to replace Russian energy imports with 
domestic production. 


e Develop a multifaceted, long-term China policy that takes seriously 
America’s biggest foreign policy threat and deals with it on several fronts. 


National Security. The most persuasive arguments against a market-oriented 
trade policy come from another national objective: national security. Protection- 
ism and similar progressive policies tend to weaken American security, but trade 
creates peace. The more countries trade, the less likely they are to fight one another 
and the more robust their supply networks will be. Going to war with customers 
is bad for business. 

Without a strong economic interest in continued U.S. investment and exports, 
for example, China’s behavior would likely become increasingly less predictable 
and more dangerous. Anyone who thinks Chinese Communist Party (CCP) General 
Secretary Xi Jinping and the government in Beijing are bad actors now—which they 
are—should consider what would happen if the Chinese convinced liberal countries 
like the United States to decouple from them, leaving them free to pursue whatever 
policies they wish without the significant counterweight that America can provide. 

That is one reason for Xi Jinping’s emphasis on centralization and self-suffi- 
ciency. He does not like international pressure about his government’s human 
rights violations and bad-faith trading policies, and decoupling from trading part- 
ners like America is one way to avoid that pressure. A less constrained China would 
be poorer but much more unstable and dangerous to its neighbors and to America 
than it would be if it still had to engage regularly with the rest of the world. 

Trade Promotion Authority. Trade agreements can take years to negotiate. 
One way to accelerate the process is for Congress to grant the President Trade 
Promotion Authority (TPA). It was first granted under the 1974 Trade Act, which 


— 810 — 


2025 Presidential Transition Project 


contains the Sections 201 and 301 tariff delegations. TPA, then called fast-track, 
has aided several trade agreements, including NAFTA and the USMCA, which took 
effect in 2020. TPA has lapsed before during slow periods in trade policy, most 
recently in July 2021, and remains lapsed today. 

The President should work with Congress to renew TPA to rationalize negoti- 
ations for upcoming trade agreements with the United Kingdom, the European 
Union, and others. 

Both supporters and critics have questions regarding TPA’s implications for the 
constitutional separation of powers, and policymakers should take those questions 
seriously. As things currently stand, Congress has some oversight powers over the 
President’s negotiations under TPA, but they are limited. Congress can increase 
its oversight by passing new legislation superseding relevant provisions of the 
1974 Trade Act. However, that is a double-edged sword. A Congress that largely 
favors free trade could exercise oversight to keep the President on the straight and 
narrow in trade negotiations. A progressive Congress would instead insist that the 
President negotiate for as many trade-unrelated provisions as possible to benefit 
labor and green constituencies while pushing progressive policies on the U.S. and 
its trading partners. 

On balance, a single voice at the negotiating table that is subject to congressional 
oversight is the best posture for American workers and consumers. A fractious 
Congress has yet to demonstrate the capacity to negotiate with other nations, but 
it can help to hold the Administration accountable. 

Trade Agreements with the United Kingdom, European Union, and 
Others. Even with a renewed TPA, trade agreement negotiations will likely take 
years. The Trump and Biden Administrations were not inclined to start the process, 
so that job may well fall to the next Administration. In that sense, the delays may 
end up being worth it. 

If there is one lodestar to follow, it is to restrict these agreements to trade issues 
only. Ever since NAFTA, trade-unrelated provisions have taken on a greater role 
in trade agreements. These create sticking points and are routinely hijacked by 
rent-seeking special interests and progressive ideologues who demand subsidies, 
carve-outs, and economically distorting labor and environmental standards that 
have nothing to do with trade. If governments are to negotiate these issues, they 
should do so in separate agreements so they do not torpedo efforts to liberalize 
and engage with allies. Trade agreements should lighten burdens, not create new 
ones by attempting to address non-trade issues. 

Policy leaders in the United States and the United Kingdom, including 
experts from The Heritage Foundation and the Competitive Enterprise Insti- 
tute, have prepared a model trade agreement along these lines.”* Along with TPA 
renewal, this would greatly reduce negotiating costs. This template is also readily 
adaptable for agreements with Europe and any other allies that are willing to 
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liberalize their economies and build a stronger alliance with America. The draft 
U.S.-U.K. agreement includes an accession chapter to allow others to join on 
the same terms. 

Restoring or Replacing the WTO Dispute Resolution Process. The World 
Trade Organization as we know it may be mortally wounded. This deprives the U.S. 
of the WTO’s dispute resolution process, under which the U.S. it won 85 percent of 
the cases it brought. The WTO’s slow death began under the Obama Administra- 
tion, which refused to allow appointees to the WTO’s appellate board, which as a 
consequence is now nonfunctional. Both the Trump and Biden Administrations 
have continued the Obama Administration’s approach. 

That means that every case in the dispute resolution process will sputter to 
a halt as parties file appeals that cannot be heard. If the WTO is no longer fit for 
that purpose, it may be better to look in a different direction. More than 20 years 
ago, a Heritage Foundation senior fellow proposed that America and other free 
economies should form a Global Free Trade Alliance that is open to all countries 
that adhere to a truly free market system with appropriate safeguards such as 
property rights, lack of corruption, and enforcement of contracts.” Alongside a 
general agreement on low to zero tariffs, the alliance would move to reduce the 
effect of nontariff barriers (such as the previously noted baby formula ingredient 
and labeling barriers) by basing trade around the principle of mutual recognition. 
Such an alliance could be started by a trade agreement between the United States 
and, for example, the United Kingdom with an accession chapter allowing others 
to join if they meet the criteria. 

It would be essential for a Global Free Trade Alliance to avoid the WTO’s most 
serious problem: the exemptions from its rules that are granted to developing 
countries. When China joined the WTO in 2001, it was granted developing-na- 
tion status, which it continues to use to dodge rules that should apply to it. Other 
countries have used that status to delay needed reforms. Rule exemptions give 
some countries a perverse incentive to remain poor and autocratic. 

A Global Free Trade Alliance would allow the U.S. to enjoy the benefits of a rules- 
based international trading system without the WTO’s shortcomings. Negotiation 
costs would be lower because the countries would already be allied on many issues. 
In addition, there would be no separate tiers with different rules, and this would 
give developing countries an incentive to liberalize. In addition to being good for 
its own sake, liberalization would give them entry into a prestigious club that tilted 
toward America’s orbit and away from China’s. 

Closing the Export-Import Bank. The Export-Import Bank (EXIM) is an 
unusually clear example of how vulnerable trade protectionism is to being hijacked 
by special interests.” In most years, about half of EXIM’s business benefits a single 
company, Boeing. Their relationship is so cozy that EXIM’s nickname around 
Washington is “the Bank of Boeing.” 


— 812 — 


2025 Presidential Transition Project 


Unlike most other agencies, EXIM has a charter that expires. Congress must 
renew it periodically, or else the agency will permanently close. Its current charter 
expires at the end of 2026. Closing this New Deal-era legacy agency would be a 
conservative victory on anumber of fronts. It is also a winnable battle: Congress 
just needs to do nothing. 

Conservatives have both foreign policy and economic reasons to oppose 
EXIM. EXIM hasa long history of providing financing for authoritarian govern- 
ments in China, Russia, and the Middle East that often oppose U.S. foreign policy 
interests, and its deals often oppose U.S. economic interests. EXIM financing 
also harms domestic airlines. Many EXIM financing deals enable foreign state- 
run airlines to buy Boeing jets at a discount. These foreign airlines, subsidized 
by the U.S. government, then compete directly with US. airlines on interna- 
tional routes. 

More recently, the Biden Administration has expanded EXIM’s mission to 
advance progressive policy goals, including limits on financing for projects that 
involve fossil fuels or contribute to climate change, preferential treatment for 
renewable energy projects, and quotas for projects that benefit women-owned and 
minority-owned businesses. All of these could raise EXIM’s default rates, putting 
taxpayer dollars at risk. 

The strongest argument in EXIM’s favor is that it boosts U.S. exports by financ- 
ing projects that would otherwise never receive financing. We now have evidence 
that this argument is false: EXIM does not finance additional exports; instead, it 
largely substitutes for other forms of export financing that would occur anyway. 

EXIM’s authorization lapsed in 2014-2015 because of conservative opposition 
to renewing its charter. During this lapse, EXIM maintained its existing portfo- 
lio but was unable to take on new business. Boeing reported no trouble finding 
alternative financing and even reported record profits during EXIM’s lapse while 
working to fulfill a seven-year backlog of orders.” 

EXIM boasts an extremely low default rate, but that is because of selection 
bias. EXIM overwhelmingly takes on low-risk projects that private banks would 
be happy to finance, although this admittedly could change somewhat with EXIM’s 
Biden-era mandates to finance climate and other policy-focused projects. 

EXIM is also a textbook example of regulatory capture. 


e Ithas along record of deals with authoritarian governments. 
e Itsubsidizes direct foreign competitors of domestic businesses. 


e It has been hijacked by progressives to advance their climate and other 
preferred policies. 
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e Its beneficiaries have proven they can get adequate financing from 
private banks. 


EXIM’s charter expires at the end of 2026. The agency will close automatically 
unless Congress and the President decide to extend it. Closing EXIM should be 
one of the next Administration’s easiest decisions. 

Adopting a Multi-Pronged China Strategy. An effective American policy 
toward China needs to take a realistic view of the country, its leaders, their 
strengths, and the serious challenges they face. It should be comprehensive and 
flexible. A threatened CCP is dangerous, perhaps now more than at any time since 
Mao Tse-Tung, as Xi Jinping continues to use strong-arm tactics to consolidate his 
power and saber-rattling to challenge the international order. 

At the same time, recent revelations about China’s official statistics overstating 
its GDP by 30 percent track well with other problems that were already known.” 
These include one of the world’s worst demographic aging curves thanks to China’s 
one-child policy; a population that may already be declining; an unsustainable debt 
load that is already causing problems; countless failed boondoggles, from empty 
cities to its underwhelming Belt-and-Road Initiative, that are wasting significant 
resources; Xi Jinping’s authoritarian turn; increasing state control of the economy; 
anda zero-COVID policy that has sabotaged the economy and driven away foreign 
investment.” 

America has its problems, but it is in better shape than China on nearly every 
measure, especially in the long run. While the facts on the ground should inoculate 
the next Administration against the most strident China fearmongering circulating 
in the media and in Washington, that does not mean that the government in Beijing 
is no threat to American interests. The question is: What should we do about it? 

A serious China policy will require American policymakers to integrate doc- 
trines, institutional prerogatives, expertise, and realistic objectives. Traditional 
Cabinet-level bureaucracies like those at the Departments of Defense, State, and 
Commerce will need to work together to pursue a comprehensive American strat- 
egy. Scores of incremental, narrowly targeted policies are necessary. They will not 
make for good soundbites on cable news, and many will operate slowly and out of 
sight from most news cycles even as progress is made. 

An effective China policy must also allow for adaptation because the CCP will 
not sit idly by. As people react to developments, America needs flexible options. 
Trade isolationism is inherently inflexible because it reduces the number of con- 
tact points with China. 

This is a tougher political sell than loud, simplistic jeremiads, but going the extra 
mile to solve these difficult coordination problems is vital to America’s interests. 
Trade and engagement with China are necessary if we are to contain the threats 
that China poses to its neighbors and to the U.S. The next Administration should: 


— 814 — 


2025 Presidential Transition Project 


End China’s developing-nation status in the WTO and other 
international organizations. China is an advanced manufacturing 
economy and should be treated as such, even if its political and legal 
institutions remain those of a developing nation, to prevent it from 
exploiting its status to gain special privileges. 


Use a target, not a blanket. There should be actions against Chinese firms 
that are known to have engaged in unfair trade practices such as intellectual 
property theft. Rather than blanket tariffs or non-tariff barriers aimed 

at entire Chinese industry sectors, firms that act in bad faith should be 
targeted individually. This policy was employed to good effect early in the 
Trump Administration but was abandoned in favor of a less effective blanket 
tariff policy. 


Rejoin the Trans-Pacific Partnership. Dropping out of the Trans-Pacific 
Partnership agreement might have been the Trump Administration’s 
biggest trade policy mistake. The TPP was already negotiated and would 
have strengthened an alliance against China, including most of its biggest 
trading partners in East Asia and the Americas. America’s departure created 
tensions and infighting, distracting the U.S. and its allies from the goal at 
hand: countering China. The other 11 TPP countries continue, without 
American input or influence, under the Comprehensive and Progressive 
Agreement for Trans-Pacific Partnership (CPATPP) to develop a modern 
institutional framework to contain Chinese commercial imperialism. 


Rejoining this alliance should be a top priority in the next conservative 
Administration’s China policy. Accession negotiations are likely to be 
difficult, given that the CPATPP suspended several clauses that were 
important to the United States (such as provisions relating to patents and 
aspects of investor-state dispute resolution) when the U.S. pulled out of the 
TPP agreement in 2017. 


Diplomatic and economic pressure against Beijing will be more effective 
when its largest trading partners work in concert. Beijing’s diplomats will 
have a hard time employing a divide-and-conquer policy against a united 
front of the sort that the TPP offers. 


Refocus the Indo-Pacific Economic Framework for Prosperity 
on trade. President Biden began the process to create IPEF in 2022, 
but any agreement will likely still be under negotiation when the next 
Administration takes office. IPEF is similar to the TPP, but its member 
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countries are mostly China’s neighbors in Asia. Like the TPP, it seeks to 
create an alliance to push China toward the rule of law, but the Biden 
Administration so far has left trade entirely out of the agreement. Instead, 
the IPEF negotiations are focusing entirely on non-trade issues like climate 
and labor policy—issues that give progressives opportunities to impose their 
policies on other countries and provide rent-seeking opportunities for labor 
unions and politically connected businesses in renewable energy and other 
favored industries. 


IPEF has the potential to be a powerful diplomatic tool that helps to bring 
countries into America’s orbit and away from China’s. Beijing’s chauvinistic 
approach to foreign policy has alienated most of China’s neighbors and 
allies. They follow along because they lack alternatives. IPEF and the TPP 
could offer them a way out and make it easier for China’s smaller neighbors 
to stand up for themselves in a united front as they move toward American- 
style institutions that protect civil, political, and economic liberties. 


IPEF could do all that, and so could the TPP, but America currently has 
no voice in the TPP, and IPEF risks becoming little more than another 
tool that progressives can use to force their policy wish list on countries 
that don’t want it. From the perspective of IPEF’s members, the Biden 
Administration’s approach is little different from Beijing’s. The next 
Administration can give China’s neighbors a better choice by refocusing 
IPEF on trade, dropping most of its non-trade issues, and turning it into a 
forum to promote democracy and strengthen alliances while pressuring 
Beijing to make needed reforms. 


Play the long game. It took two generations to win the Cold War, and 
there were many reasons for that success. The fact that the planned 
economy is inherently inferior to free-market capitalism played a role. So 
did diplomatic, military, and economic pressure from free countries. But 
culture was just as important, and it did not come from any government. 
Blue jeans and rock’n’ roll helped to win the Cold War as much as any 
deliberate policy did. So did images of fashion and prosperity in American 
movies and television shows like Dallas. 


Such informal bottom-up processes will also play a vital role in helping to 
turn China from an authoritarian threat into a freer and less hostile power. 
It will take a long time, and the slow process will garner few headlines, but 

it can work. A conservative Administration will support efforts by ordinary 
Americans to engage with ordinary Chinese people through social networks, 
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Internet memes, fashion, movies, student exchange programs, tourism, 
and more. China’s leaders are set in their ways, especially with Xi Jinping 
presumably now in power for life, but the younger generation is more open 
than their parents were—more individualistic and open to change. 


Effective outreach to the Chinese people will need the same humility that 
other sound trade policies require. Government-directed cultural and 
economic outreach risks being heavy-handed and could backfire. Everyone 
involved needs to know that the process is generational in scope and will 
not work overnight. At the very least, Washington should stay out of the way 
as much as possible when regular people want to contact each other across 
national, language, and cultural divides. 


Each of these many components, from tariffs to trade agreements to culture, 
is asmall part of a larger China policy. Many are not attention-grabbing 

and cannot be put into sound bites. Cultural engagement is not something 
Washington can plan. China’s own demographic and debt problems, along 
with aging leadership and growing discontent over the zero-COVID policy, 
might even cause an internal collapse. American policy must therefore be 
prepared to face any contingency. 


CONCLUSION 

A conservative trade policy needs a conservative vision. America’s found- 
ing institutions, based on free trade and entrepreneurship, have made America 
the world’s leading economy and will help keep America strong through the 
next century. 

However, recent departures from those principles have hurt America’s econ- 
omy and weakened alliances that are necessary to contain threats from Russia and 
China. Reaffirming those principles through policies of openness, dynamism, and 
free trade will boost America’s economy, make us more resilient against crises, and 
remove opportunities for progressives and rent-seekers to use the levers of gov- 
ernment for their own purposes. Rediscovering conservative principles on trade 
policy and embracing America’s long history as the world’s leading commercial 
republic are an important part of restoring a government of, by, and for the people. 


AUTHOR’S NOTE: The preparation of this analysis could not have been completed without the valuable 
support of a small, sturdy, and principled community of trade policy experts. Among them, my colleagues at the 
Competitive Enterprise Institute, Ryan Young, lain Murray, and Ivan Osorio were essential. The author alone is 
responsible for this report. No views herein should be attributed to any other individual or institution. 
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